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INTERNATIONAL AFFAIRS 


CEMA COOPERATION MECHANISM EXAMINED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian No 12, Dec 80 pp 1451-1464 
[Article by Mihaly Patai: “On CEMA Cooperation") 


I 


[Text] Cooperation among the CEMA countries began in the 1970's under the Complex 
Program, which conceives of integration as a comprehensive whole. The realiza- 
tion of the Complex Program, however, is being retarded by familiar events 
occurring in the world economy. A radical reorganization of the world economy 
and market has in part sharpened and in part brought to the surface the existing 
strained contradictions of socialist management along with those of CEMA coopera- 
tion. The capitalist crisis appeared in the economic political practice of the 
socialist countries as the new effect of an “import™ component. Moreover, the 
unfounded optimiem of the economic and political leadership regarding defensi- 
bility against the capitalist crisis caused great harm. It hindered the imame- 
diate start of an adjustment and delayed a decision until such a point of time 
that it was forced by the need itself, 





In this article I shall try to analyze several elements of socialist economic 
cooperation with particular regard to the characteristics of cooperation in the 
1970's. To do this, I would like to mention at the very beginning the following 
as "axioms": 


--It was basically po'itical considerations that played the main role in the 
establishment of CEMA. In the world political situation existing at that time 
there was no alternative to creating a socialist economic community. Commercial 
relations among the member states, mainly between the Soviet Union and other 
states, were not traditional. Following World War II the foreign economic rela- 
tions of the Centrai East European states was diverted 180 degrees within a 
short time from West to East. 


--The Soviet Union became the most important partner of the European CEMA states. 
The acceptance of Sowlet socio-economic theory and practice and the given world 
political situation forced an autarchic economic model on basically open economies. 


— a function of economic openness or a closed economy, the incentive to inte- 
gration is not of the same force in the individual member states. The Soviet 











Union is a great power rich in natural resources, with a gigantic producer 
capacity and domestic market-<in principle it is a characteristically closed 
economy, Dependent on international work distribution, the other countries are 
open economies, Thus the compulsion to integration and the economic interests 

in maintaining and further developing CEMA are strong in the small countries, 
while the Soviet Union as the leading political and military power in the area is 
interested decisively from the political aspect in the development of a socialist 
economic community. 


~--When the economic bloc was established, there were significant differences in 
the level of economic development among the member states, the GDR at one pole 
and the Balkan states at the other, The considerable variation in development 
sets limits to the possibility for an integrated relationship. 


--Close economic relations have developed ameig the member states during 30 years 
of CEMA cooperation. In most of them, CEMA relations have become a predominant 
factor. 


Economic Growth in the 1970's 


Between 1970 and 1977, national income grew about one and one-half times in the 
CEMA member states. It grew the most rapidly in Romania, where it was doubled 

in 7 yeare. National income in the CEMA states grew annually by 6 percent on the 
average between 1971 and 1977. In the firet half of the decade it grew at a more 
rapid rate of 6.4 percent,! 


We can draw two important deductions from this: 1. As compared to the developed 
capitalist countries, the socialist states achieved a high growth rate in the 
1970's and in this sense the unfavorable effect of the capitalist recession cannot 
be shown, and only by the end of the decade was there a clear decline. 2, The 
growth rate is gradually dec ining in all the socialist states. It continued to 
decline between 1978 and 1979; in the Soviet Union the average growth rate in 
national income was 3.8 percent between 1976 and 1979, although for 1980 the 
planning goal was 4 percent [Source 2]. 


In Romania an average annual growth rate of 10.4 percent can be expected in 
national income between 1976 and 1980 (11 percent in industrial production and 
5.4 to 6 percent in agriculture). For the succeeding plan period (1981 to 1985), 
on the other hand, the Romanian Communist Party at its 12th Congress called for 
only a 6.7 to 7.4 percent increase in national income, 9 to 10 percent in indus- 
trial production, 4.5 to 5 percent in agricultural production, and 5.4 percent in 
investments [Source 12]. 


Because of the slowing down in economic growth, the individual CEMA states will 
not be able completely to fulfill the five-year plans for the period 1976 to 1980. 
In a certain sense, the spontaneous slowing down has become a guided process, By 
1976-1977, to be sure, the economic equilibrium in most of the socialist countries 
had come apart, and following this the decline in the growth rate in the over- 
whelming majority of the countries is a manifestation of a de facto or de jure 
proclaimed equilibrium policy. They changed their economic political goal systems 
in the plan period and slowed down growth. It was under this sign, for example, 














that the 1980 annual plan for Poland called for an increase in national income 
of 1.4 to 1.8 percent [Source 3], 


East-West Relations 


An important world economic factor in the 1970's was the liveliness in East-West 
relations. The CEMA states endeavored to obtain through this channel the tech- 
nologies necessary for the starting of intensive-type growth, but which could not 
be obtained within the community. In CEMA these relations frequently ared 
as the cause of the disintegration process that was running its course. 


The efficiency and quality differences between the socialist and the developed 
capitalist countries were clearly evident in East-West relations, for example, in 
the price variations for the same products. An important role was also played 
in this by the open or concealed discrimination practiced by the capitalist 
countries, 


By the second half of the 1970's the rapid expansion of East-West trade had slowed 
down, partly because of the deterioration in the world political situation, the 
slowing down of the process of detente, and partly because of the indebtedness 
incurred by the socialist countries, and partly because of the delayed development 
on the capitalist upswing. The strengthening of the positions of a group of 
developing countries and the increased interest of the capitalist countries in 
these economies also moved developments in this direction. Therefore we cannot 
expect a dynamic development in East-West relations for the next 5 to 10 years. 


As a result of the expansion of East-West relations, or the factoring in of the 
economic crisis, the internal CEMA relations were changed. The delimitation of 
soft and hard goods was strengthened and there was an increase in the ratio of 
trade conducted in hard currency; the practice of price formation was altered; 
and as a function of export composition, there was a transformation in the 
situation of the member states. The most striking sign of these processes was 
the upward evaluation of USSR exports. The change in positions or the transfor- 
mation of the lines of power is perceptibly evident in the development of the 
terms of trade, These terms deteriorated for most of the member states. In this 
area the watershed was endowment in natural resources. 


The Energy Situation 


Since the eruption of the energy crisis, this problem has also been receiving 
increasingly greater attention in the socialist countries. At the center of 
attention on one hand is the problem of shortages, and on the other hand of the 
efficent use of energy. This is shown by a series of studies? from which it be- 
comes evident that in most CEMA countries a deteriorating ratio exists between 
the volume of energy produced and required. It is well known that the socialist 
countries use for the manufacture of one unit of social end-product much more 
material and energy than the more economically developed capitalist countries 
[Source 5]. 


In general up to now the energy problem in the socialist countries has not re- 
sulted in shortages. On the other hand, energy prices have risen, and the state 

















has increasingly pressed ‘or great conservation. Of course, in respect to CEMA 
as a whole, production a: consumption are in harmony: the community is the most 
independent region in the world economy in regard to energy supplies. (The 
volume of export or import as compared to the energy produced in the region is 
negligible.) 


The energy independence of CEMA rests on the ample natural resources of the Soviet 
Union, which has the world's greatest energetics complex, although here too the 
area location of the resources causes difficulties. The bottleneck at present is 
in capital. To exploit Siberia's resources, the Soviet Union is seeking to bring 
in foreign capital (both Western and socialist). The system of investment contri- 
butions is in accordance with the latter as a consequence of which the direction 
of long term credits flowed from the Soviet Union into the East European socialist 
states, and at present the situation is reversed [Source 6, p. 88]. 


The future energy supplies of CEMA also depend basically on the Soviet Union. In 
the years to come, the increasing requirements cf the European member states can- 
not be fuliy met in present composition and structure. As a consequence, the 
importance in the volume of petroleum imports from the developing world will 
increase, 


Intra~CEMA trade has gradually expanded while in capitalist trade there was a 
standstill in the case of some countries in 1975-1976. In these countries the 
changes can be explained by the measures, not always documented, taken to restore 
the equilibrium; these measures were aimed at a rational modification of capitalist 
trade (meaning a decline in many cases). From the point of view of the community 
as a whole, an inward-turning has begun. Efforts at restoring the equilibrium 
were manifested in export offensives, import restrictions, or in an "alloying" 
of the two. Generally, the equilibrium was improved successfully where the 
emphasis was placed decisively om import restrictions, but this had a negative 
effect on domestic supply and economic development. The proclamation of an 
equilibrium policy (the slowing down of growth) led in most cases to the non- 
fulfillment by the socialist countries of the medium term plans in 1976-1980. 


A balancing is evident in the trade of the European member states with one another, 
that is, the gap is narrowing in the ratio of their trade with one another, and 
the predominant role of the Soviet Union is growing in their trade. 


The radial nature of the internal CEMA commercial relations did not change in the 
1970's, The separation of the “center and periphery" was not eased. The coun- 
tries are linked in a predominant sort of way and with similar goods to the Soviet 
Union, and accordingly the importance of the small country trade lags behind the 
possibilities afforded by economic-geographical conditions, The non-European 
CEMA countries maintain and practice substantial relations only with the Soviet 
Union, (Here we face an extreme instance of the foregoing statement or trend.) 
This fact suggests that the problems of these member states must be treated 
separately from the others, not only in individual cases but also in a conceptual 
sense, 


With increased capitalist trade, the development of a radial structure could also 
be observed in capitalist relations. In the 1970's the socialists expanded their 

















capitalist trade most rapidly with the FRG, They did so to such an extent that 
by the end of the decade the FRG became a predominant factor--the relationship 
between the "center and periphery" became more clearly outlined here also. 


The structure of CEMA foreign trade shows a very differentiated picture in the 
three main trade relations. In intra-CEMA trade the ratio of trade in machinery 
and equipment is very high. CEMA is related to the developed capitalist countries 
with a product structure characteristic of the less developed countries, This 
nature of relationship became even clearer in the 1970's, that is, despite efforts 
to the contrary there was no positive change. In exports to the developing 
countries there was an increase, in the period under study, in the so-called 
special entries, and in imports in the importance of energy sources and raw 
materials. 





Speciaization and Cooperation 


One of the most important goals of CEMA cooperation is the expansion of inter- 
national work distribution by means of specialization and cooperation. This 
effort was expressed in the first half of the 1960's by the joint resolution 
called "Efficient Measures," which set as a goal the realization of specializa- 
tion among the member states. In the years following this resolution, concrete 
decisions were also made. For example, Hungary came to specialize in bus manu- 
facture, and gave up in deference to Bulgaria | manufacture of the then popular 
Szatmar radio, 


it is also well known that we did not succeed in realizing our ideas about special- 
ization and cooperation. Parallel producer capacities are still characteristic 

of the CEMA member states. The best example of this is the parallel nature of 

bus manufacture mentioned above. 


Inseparable from the CEMA specialization and cooperation measures are the special 
goal programs on which the 1975 CEMA session decided, It was on this basis that 
the long term special goal programs extending until 1990 were born. The target 
of a special goal program embracing a given vertical of the national producer 
sphere is the strengthening of integration relations among the member states and 
the working out of modes of cooperation designed for joint satisfaction of 
national needs, There is reference in the Complex Program to the fact that in 
respect to certain product types the integrating economies are coordinating their 
plans for longer periods than the medium term plans. 


Up to now the CEMA countries have worked out five special goal programs, namely, 
in the field of energetics, machine manufacture, transportation, the food economy, 
and the manufacture of industrial items. For the time being the programs have 
indicated the main lines of solutions, and the possible modes of cooperation. The 
programs will be “filled out" in practice in the course of the bilateral agree- 
ments. 


It is still too early to prophesy about the success of realizing the special goal 
program. One matter, however, is clear: neither in theory nor in practice do 
the special goal programs include qualitatively new cooperation characteristics. 
There is great danger tuat the special goal programs will not eliminate the 











underlying causes for the development and reproduction of the existing irrational 
production parallels, and from this point of view it is to be feared that they 
represent purely formal advances, 


On balance, there are signs that the socialist countries have come into a new 
situation out of which it is necessary to take further steps, and this will be 
of great importance for the coming decades, The new situation of course is not 
really new, for the problems which have been conceived in our days existed also 
before, but they now appear in sharper relief. 


II 


According to the common Hungarian professional literature, the backbone of the 
CEMA cooperation mechanism, the multilateral accounting system, represented only 
a formal step forward in its manner of approach, 


In foreign economic relations the emphasis is still essentially on bilateral 
cooperation, 


There is an enormous contradiction in the CEMA accounting system between the multi- 
lateral institutional framework and bilateral practice. The commodity delivery 
agreements of the member states are firm, naturally balanced. The fact that the 
purchase of goods above the plan is excluded in practice, and that the act of 
buying-selling is linked to the criteria that are built into the plan without the 
interests of the producer-consumer, the supplier and the consumer being expressed 
therein basically define the quality of the foreign currency relations, The 
transferable ruble moves in a closed accounting circle, it has no substantive 
relation either with currencies outside or inside the circle. 


In the literature dealing with CEMA, views are expressed that the present relations 
of CEMA cooperation meet objective requirements and that the mechanism operates 
according to needs. Accordingly, every new element is an attempt to upset normal 
operation of the system, 


The decisive majority of the writings which have appeared on CEMA foreign currency- 
financial questions emphasize appreciation for our results and deal only in passing 
with the difficulties. According to most of the experts, the experiences of the 
past decade and a half since the “creation” of the transferable ruble are favorable 
and meet expectations vis-a-vis the system. As the key currency of the accounting 
system, the transferable ruble has all those attributes (internetional and 
collective character, value-measuring, and payments means function)--they main- 
tain--which enable it to fulfill the rule of a fullvalue money unit. At the same 
time, they also point out that “the possibilities latent in the mechanism are not 
always exploited to the full extent," and that “in our days independently of the 
function of the multilateral accounting system the commodity trade among the 
countries is balanced out for the most part bilaterally" [Source 7, p. 14]. 


Some also hold the view that in respect to its institutional possibilities the 
present accounting system exceeds the requirements placed by the present commodity 
exchange in foreign trade. For the conduct of the present decisively bilateral 
foreign trade relations, a multilateral accounting system is not unconditionally 
necessery. 








There is agreement in that the CEMA cooperation mechanism (the accounting, price, 
exchange rate and credit mechanism) remained essentially unchanged in the 1970's 
while highly important changes occurred in the external and internal condition 
system of CEMA cooperation, Of course there were attempts in the 1970's at 
eliminating the weaknesses of the accounting system. One of the most debated 
problems is the practical unusability of the assets appearing in the accounting 
system, something which has for long occupied the experts. At the beginning of 
the 1970's two views prevailed at conferences of experts regarding a solution. 
One trend recommended the so-called letter of credit method,” The other proposal 
recommended, on the model of the EPU (European Payments Union), the gradual 
"balance hardening" method, The supporters of both views proceeded from the point 
of view that the transformation to actual transferability could not require 
completely new methods. 


lt is well known that several CEMA states have put the latter idea into practice. 
As an experiment beginning on 1 January 1974 they introduced for the 1973 trans- 
actions partial convertibility of the transferable ruble into gold or convertible 
currency. But actual convertibility did not take place. The main reason for 
this was that the accounting debt liability and the credit liability with a time 
limit did not reach that limit above which conversion would have been realized. 
(The agreement referred to demands or debts exceeding the determined limit.) 

The national banks regulated the extent of the account credit liabilities in such 
a way that it could not reach that certain level above which conversion was 
compulsory. (The national banks could charge this practice to credits with a 
time limit, The conditions of the experiment did not make conversion possible 
because a valve remained in the system which raised from the beginning the like- 
lihood of failure.) Subsequently, the interested states supported the elimination 
of the experimental practice, 





In judging the above two proposals (and in general the ideas designed to change 
the accounting system with small measures), the following must be taken into 
account: 


--The EPU account system was only a transaction method, To attain convertibility 
the West Europeans worked out and executed undertaking plans embracing the 

entire economy. The initiative role of the United States was decisive, as well 
as its active political-financial support; the United States financed the 
operations of the multilateral clearing. 


--The lessons of the above-mentioned 1974 experiment warned of the need for caution. 
The possible failure of technical type measures introduced to attain correctly 
selected goals can set back for a long time the development of categories that 

are not purely technical-economic, 


--The creation of the usability of demands on the transferable ruble is an impor- 
tant task, and in general the proposal could serve as the basis for solving the 
task. I am convinced, however, that in the present phase of CEMA cooperation the 
well-known, complex problems embracing the entire economy require a comprehensive 
solution (besides the actual economic difficulties, for example, the parallel 
producer capacities which have developed in CEMA and as a consequence thereof an 
uncoordinated presence on the capitalist market; the weaknesses in the internal 

















economic guidance systems, the problems of work discipline, and so forth). The 
problem of the transferable ruble is only a part of the difficulties present in 
CEMA cooperation, The solution is a function of decisions affecting socialist 
integration as a whole, On the very important points of cooperation, we should 
advance along the entire profile, 


Scientific analyses have clearly shown that the possibilities for extensive 
economic development for the socialist countries have been exhausted, and it is 
necessary to shape a new, intensive-type development model. But this model has 
not been developed as yet, and the socialist world is in a transitional period 
between two development models, 


We must (and can) respond to the requirements raised by the new, altered conditions 
only in a way that is different from what we have done up to now at every level 

of the economic pyramid (investment, production, commerce, and the foreign 
currency-financial sphere). Although I have no intention of daring to undertake 
the outline of a new value system, it is certain that the strengthening of the 

role of commodity and money categories in the given development phase of the 
socialist economy is an objective process, During the past decade, the role of 
value categories has increased in CEMA, but not in every respect. 


In connection with the future of the cooperation mechanism, the question of the 
relationship between the national and international mechanisms always rises. The 
experts agree that the relationships between these mechanisms are mutual, the 
internal guidance systems affect the external and vice versa. The positions vary 
on which is the most important. A large majority regards the internal mechanism 
as the most important, that is, the international mechanism cannot be more devel- 
oped than the internal mechanisn, 


As opposed to this, there regularly rises a truly peripheral type theory regarding 
the “rate of difference" between the national and the international mechanism. 

The line of thought is as follows: In the socialist countries, foreign trade 
expands at a fast rate. The greater the foreign trade the greater the need for 

a flexible relationship between production and demand (here the emphasis is on 
external demand!). The present mechanism does not assure this flexible relation- 
ship. The internal mechanisms are not in harmony with the external. The devel- 
opment of the incernal guidance systems was more rapid than the development of the 
CEMA mechanism, 7 


This slightly illusory logic neglects two important tasks, One is that in the 
socialist countries a louder and louder voice is being acquired by the position 

that in the socialist countries the changes which have taken place in the mechanisms 
were much more restrained in practice than planned although the ideas too called 

for strongly limited chances, The other is that the supporters of the theory do 

not take into account the political power relations end the law of the "bottle- 
neck" due to variations in the economic development level. The relationships 

among the economic partners are determined basically by the possibilities and 
endowments of the largest economic units. 


There is a dialectical relationship between the national and the international 
mechanism: in principle the back and forth effect exists mutually. In CEMA, 














which is a uninuclear integrational configuration, this develops in accordance 
with this characteristic. In the relationship, therefore, the dominant aspect is 
the internal economic guidance mechanism, chiefly the interna) mechanism of the 
biggest economic units, namely, the "international mechanism"--in accordance with 
the lew of the “bottleneck"~-is always determined by the more rigid internal 
guidance system among the cooperating ountries, The development of the internal 
mechanism in a few countries is not enough if another state, participating in the 
cooperation does not develop its internal guidance sys an adequate rate 
[Source 8]. 


In international work distribution the internal economi.  uidance system neces- 
sarily projects essentially natural internal relations also on the area of 

foreign trade and other international relations because it is not possible organ- 
ically to build other types of external relations into the internal management 
system. The international mechanism method always adjusts to the internal guidance 
system of the partner following the more bound forms (the bottleneck principle 

is realized here too), and meanwhile it holds back the effect of the looser 

market forms and of indirect regulation in other economies, that is, it draws in 
its wake a distortion in the ratio of the indirect and direct guidance elements. 


In the latter half of the 1960's attempts were made to develop further the 
national economic mechanisms, The member states tried changes of various magni- 
tudes in various directions, At present we can distinguish among three sub-types. 
Lacking more exact definitions, these are the "Vietnam," the “Soviet,” and the 
“Hungarian,” type of solutions; that is the scale is very broad extending from 
war management to a plan management that keeps enterprise independence within 
certain limits. Despite the broad scale, the national guidance systems belong 
to the same quality category, all the more so since Vietnam recently started its 
transformation to ceatral plan management, (The indirect proof of the same 
quality category is the fact that independently of the character of the national 
mechanisms the member states have not solved the problem of the necessary change 
in production structure which has been voiced for so long. 


Neither the national nor the international mechanisms responded adequately to the 
epochal changes of the 1970's, Manifested therein is the contradiction between 
the new situation and the old instruments. The rigidity of the response given to 
the problems of the 1970's led to an accumulation of difficulties, 


The decisive link in the internal mechanisms--and indirectly in the CEMA coopera- 
tion mechanism--for the necessary progress is the creation of a realistic and 
unified evaluation system (the price system plays this role between the commodity 
and money relations). The internal price system of the individual CEMA countries 
are still fairly closed systems and reflect the unique production conditions of 
the given country, and t.e cost-calculating, accounting and net income withholding 
methods used in the national economy, the living standard, and more recently 
everywhere the rise in financial supports. The varying price systems, which were 
created and operate on varying bases, have made an international comparison of 
prices impossible since the differences in the production prices of products of 
the individual countries cannot be defined fully by the differences in manage- 
ment conditions, Difficulties which in the national frameworks stem from the 
weakness of the real evaluation system are present at the international level to a 
highly increased degree. 








In weighing the possibilities for progress, the starting point is that in the 
present phase of CEMA cooperation the complex probleme cal) for complex coopera- 
tion and comprehensive solutions, We cannot expect to attain the desired econ mic 
results by pursuing the practice of the 1970's when we chose from among the 
—,- the coperation mechansim only one factor, namely, the contractual 
price . 


in the 1970's the CEMA cooperation mechanism did not follow the changes in the 
foreign economic environment and the internal conditions, as a consequence of 
which the difficulties accumulated, in the following medium term plan period the 
Strains which appear at important points of socialist management and are in close 
relationship with one another--for example, efficiency, economic growth, the 
living standard, scientific-technical development, work discipline, and the 
equilibrium-call for a comprehensive, frontal change of mechanism. In the 
following I should like to outline several of the future changes. 


The changes ensuing in CEMA in accordance with economic law will in all certainty 
have an effect on the foreign currency-financial sphere and on its key element, 
the transferable ruble. In this connection, two significantly different views 
have taken shape in CEMA literature on the future role of the transferable ruble. 
Outside of the Hungarian, scudies have also appeared in the CSSR and Romanian 
literature in recent years which count on an increased role for national currencies. 
According to this thinking, the national currencies would take over certain 
accounting and payment means functions. To take an imperfect example, the trans- 
ferable ruble would primarily fulfill an SDR [Special Drawing Rights) type of 
reserve-means function. This does not mean deemphasizing the transferable ruble, 
and in fact it would result in a quality development, that is to say, a quality 
change could take place with a reduction in the number of functions to be filled 
in the carrying out of certain tasks, In contrast with the above view, other 
economiste--and this can be mentioned as the second view--regard an increased 
role for the transferable ruble as a basic development requirement of the CEMA 
foreign currency-financial system, 8 


It would be an error to everemphasize the differences of opinion, and all the more 
so because the main question is not the future role of the transferable ruble but 
the development of socialist integration. We must select the means system that 

is appropriate to this goal. 


In recent times more and more experts are advocating more direct cooperation among 
managing units and the promotion of micro-integrational relations. "This can be 
achieved only if in the course of medium and long term plan coordination the mutual 
relations will not be determined in every detail and an area of mobility will be 
left which will make possible a state and enterprise reaction to the world market 
changes [Source 11, p. 1292). 


As for convertibility, which is often mentioned als in the capitalist literature’, 
more and more people believe today that for two basic reasons the development of 
CEMA foreign currency relations is headed toward convertibility: 1. the increasing 
role of goods and money relations is an objective necessity of the socialist 
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economies; 2, the socialist states are maintaining increasingly expanding 
relations with the capitalist estates, that ie, states with conver: ible currencies), 
Thus an economic consciousness changing in accordance with the requirements of 
economic practice arrived of necessity to the problem of foreign exchange con- 
vertibility. 


The socialist states do not have a unified position in this area, The various 
positions, here aleo as in many other cases, are strongly influenced by the 
extent of economic openness and by the economic guidance mechanism, Guidance 
systems of a direct and indirect type do not require convertibility for the 
national currency in the same way, (It cannot even function successfully in both 
systems.) The extent of economic openness also influences the national interest, 





Foreign convertibility is not alien to the socialist economies. According to the 
postion stated in the Complex Program, the convertibility of the currencies of 
the socialist states in CEMA can be attained by perfecting the money functions of 
the collective currency and by assuring thereafter ite convertibility. 


For the common CEMA currency to become convertible, basic changes must occur in 
the foreign exchange-financial system to assure the conditions. Undoubtedly, in 
the present situation CEMA requries the rapid development of foreign exchange 
relations, and at the same time-<since this cannot be expected of the transferable 
ruble alone--we must turn toward the national currencies, which would not mean 
putting the common currency into the background. The question of foreign exchange 
convertibility appears both at the national end CEMA level, We must not separate 
--and mainly we must not confront with each other—the development process of the 
common and national currencies, The “common” and the “independent” path require 
similar internal measures by the member states, The long term CEMA financial 
syetem, therefore, can rest on the linked utilization of the national currencies 
and the international .urrency. Por this very reason, we must act in a parallel 
way both in improving the situation of accountings in the transferable ruble as 
well as creating the conditions for the convertibility of the national currencies. 


The development of the financial-foreign exchange system will assure a greater 
area of mobility for economic policy, and in the final analysis it would also 
expand for cooperation the inventory of economic political means and make more 
diversified management possible. In all certainty we must also make progress in 
developing communications relations, including in this all information acquisition 
and information supply possibilities from easing the relationships of citizens to 
a flow of information at the government level. 


A complex solution to the CEMA problems depends above all on a unified coordinated 
positicn on also the economic probleme facing the highest political levels. On 
the other hand this requires that the CEMA member states should also separately 
represent a complex position; emphasis must »e transferred from debates on partial 
questions to debates on conceptual questions. This unconditionally requires 
thinking on the alternative. 


Considering the economic, military and foreign political difficulties, we cannot, 
in our opinion, maintain in the future a homogenous "CEMA picture." The solution 
to the problems could be represented by giving up the unified--in every element-- 
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market eyetem and by stimulating the development of internal integrational focal 
points. At present the development of three heavy focal pointe appears the most 
likely, These are Eastern Europe, Southeast Asia, and the already rather inte- 
grated Soviet Union, The other states (among the present including Bulgaria and 
Cuba) would continue to build on preponderantly Soviet relations; while Romania's 
balancing policy would receive an inetitutional area of mobility. 


The idea of a so-called emall integration of East European CEMA states is not a 
new invention, it is a well-known concept among the experts, but. up to now it has 
not actually been explained in the literature, This can be ascribed to the fact 
that the problem--for imagined or real reasons--has always been treated as 
“political.” Here we want unconditionally to state that the idea of a “small 
integration"~-for want of a etter expression--is by no means anti-CEMA or in any 
case anti-Soviet, On the contrary. Strengthening of the relations among the 
small countries would not mean shutting themselves off from the other parts of 
CEMA, but better exploitation of the possibilities stemming from economic-geo- 
graphical conditions, and from similarities with the interests of the community. 
An increased convergence of the Central East European states which have a slight 
role in the two main relations and are struggling with similar problems would not 
and could not run counter to the political and military status quo which has 
developed between the two world systems. The change would come up as an internal 
problem of the socialist world systen. 


Despite the strongly radial structure of CEMA, a certain intertwining can already 
be observed in Central East Europe. The GDR the CSSR, and Poland conduct half 
their CEMA trade with the Soviet Union; but there are closer relations among 
these three countries than generally with the community as a whole. In all three, 
the other two countries are the most important trading partners following the 
Soviet Union, They represent a significant 12-16 percent ratio in CEMA trade 
among one another. Hungary is linked relatively strongly to these countries. 
Here too the relationship with the Soviet Union is of course the most important. 
In Hungary's CEMA trade the GDR has 15 percent, the CSSR 13-14 percent, and Poland 
8-9 percent. In magnitude, Hungary does not have such an important share in the 
trade of the three countries. It is noteworthy that in economic relations none of 
the countries has a dominant position vis-a-vis the other three, and moreover the 
citizen relationships (particularly in tourism and foreign jobs) are more devel- 
oped than in other areas of the zone. Unofficially the strengthening of the CSSR- 
Poland-GDR triangle has always been an endeavor, but rarely has it risen to 
official status; such, for example, was the attempt to introduce convertibility 
between the GDR and Poland. 


The main problem of the Central East European, basically open, CEMA states is the 
narrowed foreign economic areas of mobility nowadays. The economies of the area 
have been wedged between two outstandingly integrated units, Western Europe and 
the Soviet Union. The development of points of linkage with such developed ond 
integrated communities is extremely difficult and frequently impossible. The hope 
of a breakthrough to another area of the world economy is becoming weaker. In 
the past 6 to 8 years of the transformation of structures, a relatively closed 
formula appropriate to the new power relations has come about in which the 
positions “tracked out" by the socialist countries have been taken by the most 
developed countries of the Third World. 
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In the past few years, the Central East European socialist states have changed 

de facto or de jure their political priority syatem, and they have put as their 
firet goal the effort to bring about economic equilibrium, The goale which express 
real economic intereste are set forth in a series of party and state documents, 

but the economic policy based on an export offensive toward the capitalist markete 
has not led up to now to the expected results, and in fact the imbalance has 
increased, 





At the end of the 1960's, the thinking and forecasts in Poland, the CSSR, and 
Hungary counted on an increase in the role of commodity and money categories on 
the CEMA markets, These expectations proved later to be too optimistic. Today 

it is also evident that in the key country of the community, the Soviet Union, a 
change similar to Hungary's over the short and medium perspective cannot be ex- 
pected because of the difference in characteristics, The small countries, partic- 
ularly the CSSR and Poland, are sensitive to the good and the bad Hungarian expe- 
riences, A stimulation of the intertwining of the four countries would correspond 
essentially to the territorially reduced version of the 1968 Hungarian CEMA 
concept. 


In the new CEMA model, the change in the cooperation and accounting relations be- 
tween the regions is not unconditionally necessary. The internal relations of 
the focal points would develop according to the interests of a given part of the 
cooperation, In the Central East European group the first step should be taken 
in the direction of coordinating foreign economic relations and the realization 
of joint measures. To do this, however, the indispensable first step is to bring 
into harmony the internal national evaluation system (price and exchange rate). 


In general, when discussing and approving ideas that depart from the usual, the 
question of initiative and representation is extremely important. Many are 
pessimistic about the area of mobility of the Hungarian party and state and about 
the initiative possibilities, I am convinced that in the given situation, which 
is difficult not only in the economic sense, it is not the dimensions of the party 
and the state that are essential but the existence of a unified, ready concept 
that reflects reality. We need to strive to work out such a concept, and it 
should be represented as an initiative at the highest level. 


FOOTNOTES 

1. Source [1], as well as my own calculations on basis of the CEMA Year Book. 

2. The disintegration is strikingly manifested in the concealed or open incentive 
to capitalist export to the detriment of socialist export and in the strong 
competitive war of CEMA member states facing each other on the world market. 

3. See for example [4], 


4. Academician Bogomolov referred to this at the most recent Soviet-Hungarian 
conference of economists, 23-28 October 1979. 


5. Hungarian CEMA research in our decade has pointed out the weaknesses of the 
accounting system conducted in the transferable ruble, 


13 











The supporters of the so-called letter of credit method desire to realize 

the introduction of convertibility (the mobilization of the assets) without 
burdening the debtor states. In this assumed system they would convert the 
transferable ruble demande not finally but temporarily into convertible 
foreign exchange, that is, the active country would receive a convertible loan 
corresponding in eum and repayment time to the demand from the organ operating 
the system. The system would show certain similarities to EPU practice. The 
CEMA countries or some of them would agree that they would make a deposit or 
availability at the NGEB [International Bank for Economic Cooperation) of 

a definite sum of convertible foreign exchange necessary for the operation of 
the system; that they would open a certain limit for one another (established 
purposefully in percentage of quota imports); the NGEB would extend in con- 
vertible foreign exchange to the country with the transferable ruble demand 

an interest-free loan equal to the demand or proportional in volume and time 
[Source 13, page 26]. The accounting system itself would remain essentially 
unchanged (the creditors would extend credit as before in transferable rubles, 
and the debtors would owe their debts in the same currency). "The only change 
would be that the creditor's ruble demand would entitle him to have access 

to foreign exchange availability from the NGEB by placing the deposit" [Source 
13, page 27). The charge would arise only in connection with the availability 
formation. 


According to another idea, the NGEB, as a clearing center, would calculate 

at year's end how much the individual member states owe to the clearing center, 
or how much is their demand on the NGEB as from the whole of the participating 
states. The debtors would pay a certain portion of their debts in gold or 
convertible foreign exchange. The ratio of the balance being conducted in 
gold or convertible foreign exchange rises gradually until the demands or the 
debts become convergible in their entirety. 





In the internal economic mechanisms of “early times," the administrative 
element dominated, and this was then taken over by indirect regulators. Here 
a parallel is evident between the development of the internal systems and 

the integration mechanism! According to this line of thought, the adminis- 
trative elements must dominate in the first phase of integration. That is, 
the solution is clear: it is in the establishment of an integrational 
financial mechanism that has obligatory force on all member countries, speaks 
a bit for the future, and is strictly to be observed. Every member state 
will carry out the requirements in the interest of the world system, and these 
requirements automatically form the internal system, the mechanism. In the 
coming period the cooperation mechanisms will (can) precede the internal ones, 
and thus the demand will (may be) the development of the latter. The 
development is constant on both sides, only the rate keeps changing, depending 
on the development of which side shows a more progressive direction. 


See for example [10] 
Most recently Adam Zwas raise -\e question of the convertibility of Eastern 


currencies in connection with the problems of East-West trade (see KREDIT UND 
KAPITAL, 1979 No 1.) 
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WAGE, EMPLOYMPYT DEVELOPMENTS IN FIRST HALF OF 1980 LISTED 


Prague PRACE A MZDA in Czech No 10, 1980 pp 556-559 
[Article by Engr Jiri Fremr, Federal Statistical Office] 


[Text] Table 1. Number of Workers and Average Wages in the Main Sectors 
during the First Half of 1980 
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(Key on following page] 
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Key: 


Sector (field of activity) 

Average number of workers (excluding women on maternity leave) 
Increment; lose in comparison with the lst half of 1979 
Absolute 

In percent 

Average wage in Kcs (per person) 

Increment in comparison with the lst half of 1979 
Socialist sector of the national economy (excluding JZD's) 
of which 

Industry total 

of which planning groups 

coal production 

heat and electric power production 

metallurgy 

chemical industry 

rubber industry 

10. engineering 

ll. construction materials industry 

12. wood processing industry 

13. glass and ceramics industry 

14. textile industry 

15. garment industry 

16. leather, shoes, furs 

17. food industry 

18. Construction — 

19. Planning organizations 

20. State farms 

21. State forests 

22. Reilroad transportation 

23. Automobile transportation 

24. Communications 

25. Retail store sector 

26. Communal feeding 

27. Communal enterprises 

28. Education 

29. Health 
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The Czechsolovak social sector of the national economy (excluding JZD's) employed 
6,524 million persons in the first half of 1980. This is an increase of 62,000 
persons (1 percent) over the same period of 1979. In the Czech Socialist Republic 
the number of workers increased by 31,000 (0.7 percent) co a total of 4.624 

million and in the Slovak Socialist Republic the increase was also 31,000, which 
represents a 1.7 percent growth. There were 1.900 million persons employed in this 
sector in Slovakia. From the above figure on the CSSR, 6.465 million workers were 
employed by organizations included in the state plan. This is an increase of 0.9 
percent over last year. It is 0.2 percent more than anticipated in the 1980 

state plan. 


Faster growth of manpower was registered especially in the nonproduction sphere, 
i.e., in education and health. In most of production branches the number of workers 
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developed in accordance with the plan. Because of an effort to control the num- 
ber of technical-economic workers (THP) and managers and administrators, their 
increments have been sharply reduced in comparison with previous years. As far 
ae industrial activity of industrial enterprises is concerned, the numbers of 
technical-economic personnel has increased during the let half of 1980 by only 
0.3 percent (whereas the number of workers during the same period increased by 
0.7 percent), in the construction sector by 0.5 percent, in state farms by 0.8 
percent, in the forestry sector by 0.5 percent and in railroad transportation by 
0.2 percent. A relatively high increase in technical-economic personnel has been 
witnessed in communications (by 3.3 percent) which is in sharp contrast to the 
reduction in the main category of this sector, namely, operating and servicing 
personnel by 0.5 percent. 


Table 2. Structure of Average Monthly Wage in the Main Production 
Sectors and Index of Labor Productivity Growth in Industry 
and Construction in the First Half of 1980 
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1) Share of average wage in percent in the lst half of 
1980 and 1979 


2) Share of labor productivity in percent in the lst half 
of 1980 and 1979 


Key: 
A. Sector (field of activity) C. Overall 


B. Average monthly wage in Kes D. Includes 
[Key continued on following page] 
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E. Gross 9. construction material industry 


F. Index 10. wood processing industry 
G. Basic wages, including supple- ll. glass and ceramics industry 
mentary wages and compensation 12. textile industry 
H. Cost premiums and bonuses 13. garment industry 
I. Bonus fund 14. leather, shoes, fure 
J. Labor productivity index 15. food industry 
1, Industry total 16. Construction 
2. of which planning groups 17. Planning organizations 
3. coal production 18. State farms 
4, heat and electric power produc- 19. State forests 
tion 20. Railroad transportation 
5. metallurgy 21. Automobile transportetion 
6. chemical industry 22. Communications 
7. rubber industry 23. Retail store sector 
8. engineering 24. Communal feeding 


In the first half of 1980, we paid in wages to workers in the socialist sector of 
the national economy (excluding the JZD's) a total of Kes 101.4 billion, i.e., 
Kes 2.9 billion (3 percent) more than during the same period of last year. In 
addition, Kes 1.9 billion was spent on other personal costs. 


The average monthly wage of workers in the socialist sector of the national economy 
(excluding the JZD's) increased in the first half of 1980 by Kes 51 (2 percent) in 
comparison with the same period of last year, that is, to Kes 2,590 which, because 
of the fact that in 1980 we worked 1 day less than last year, corresponds to the 
planned growth of the average wage for 1980 (2.2 percent excluding reserves for 
wage-political measures and 2.4 percent including these reserves). However, one 
should not overlook a regressive influence of the growth in the share of workers' 
disability by 0.4 percent on the evolution of the average wage. In the Czech 
Socialist Republic the average wage increased by Kes 51 (2 percent) to Kes 2,601; 
and in Slovakia by Kes 53 (2.1 percent) to Kes 2,565. In the JZD's the average 
wage, converted to the comparable gross wage, grew by 1.7 percent, or approximately 
Kes 2,620. 


In the individual sectors the largest increase in average wage was registered by 
the enterprises of the garment industry, namely, by 4.4 percent. Overall, the 
average wage increased by 2.1 percent to Kes 2,723, which is less than the planned 
growth for 1980 (2.2 percent). However, if converted to a comparable number of 
days, the annual planned growth was overfulfilled by 0.5 percent. The 3.2 percent 
labor productivity growth exceeds the 1980 plan by 0.4 percent. In the construc- 
tion sector the average wage increased by only 1.5 percent to Kes 2,835 (the 1980 
growth plan called for 2.5 percent). This was the result of a slower labor pro- 
ductivity growth (2.9 percent actual growth vs 4.1 percent planned for 1980). 


In the nonproduction sector, a higher growth of average wages (by 3.1 percent) was 
achieved in education. This was the result of a wage and salary reform which 
became effective on 1 September 1979. In the health sector which, too, was subject 
to a wage and salary reform effective 1 September 1979, the average wage increased 
by 2.4 percent. The lower wages in education and health are to be improved by the 
second part of the wage and salary reform effective 1 September 1980, which is 
expected to sharply increase the average wage in the 2 sectors next year. 
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The comparison of the growth of average wages by categories of workers is being 
influenced by the different number of workdays in the first halves of 1979 and 
1980, While the indices of the evolution of average wages of employees are 
definitely reduced (by approximately 0.8 percent) as a consequence of the fact 
that during the first half of 1980 there was one less workday than in the eame 
period of 1979, the indices of the evolution of the average wages of technical- 
economic personnel are not affected, Consequently, when prorated to a comparable 


number of days, there has been a faster growth in the average wages of manual 
workers in most sectors. 


The ratio in basic wages shows a permanent decline in favor of premiums and bonuses. 
In comparison with the first half of 1979, this ratio shows a decrease in industry 


from 80.5 percent to 79.7 percent and in construction from 84.5 percent to 83.7 
percent. 


Ecor.omic organizations reported in the first half of 1980, in relation to the ful- 
fillment of approved indices of wage scales, an overall savings on wages and other 
payroll expenses (MOON) in the amount of Kes 751 million, i.e. 0.9 percent of their 


usable volume. The usable MOON was exceeded by 349 economic organizations in the 
total amount of Kes 292 million. 


Table 3. Number and Average Wages of Workers and Technical- 
Economic Personnel in the Main Activity of Production 
Sectors in the First Half of 1980 
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Key: 


A. Branch (field of activity) 

B. Workers 

C. Technical-economic personnel 

D. Average number registered 

E. Average wage in Kcs 

l. Industry total 

2. of which planning groups 

3. coal production 

4. heat and electric power production 

5. metallurgy 

6. chemical industry 

7. rubber industry 

8. engineering 

9. construction materials industry 
2400 
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wood processing industry ~ 
glass and ceramics industry 
textile industry 

garment industry 

leather, shoes, furs 

food industry 

Construction 

State farms 

State forests 

Railroad transportation 
Automobile transportation 
Communications 











CZECHOSLOVAKIA 


ASSEMBLY DISCUSSES, URGES INTENSIVE ELECTRONICS DEVELOPMENTS 
Prague HOSPODARSKE NOVINY in Czech 7 Nov 80 pp 8-9 
[Article by Miroslav Kana and Zdenek Skoda] 


[Text] Deputies of the People's Assembly devoted 21 October 

to an analysis of the situation in the field of electrical 
engineering or, rather, the sector of electronics. Main 
interest was focussed on resolving chronological, qualitative 
and quantitative inconsistency between the needs of the 

national economy and its current potential for supporting 
development of the sector, to include internal resources of 

the sector itself. It was also occasioned by the historical 
development of the sector, which has not always fully responded 
to the signals of worldwide trends and timely warnings as well as 
requirements ensuing from resolutions of top organs of the party 
and the government. 


The minister of electrical industry, who has held his post only since the beginning 
of the current year, briefed the deputies for the second time this year on the 
situation in his sector, and, this time, also on the intentions of the ministry's 
leading personnel. Regrettably, not even now can they be considered a concept which 
is systematically intertwined with the possibilities offered by our resources. This 
coordination is yet to be accomplished. Only the complexity of economic problems 
in the national economy served to bring out the great hidden resources for its 
development which electronics, and primarily microelectronics, unquestionably 

has at its disposal. 


The deputies’ debate was characterized by a recurrenc argument regarding the 
importance of development of electronics. While numerous experiences, reasons and 
calculations from abroad were quoted, less was quoted from domestic sources. [It 
appears that qualified domestic analyses simply are not available for the same 
reason that they had to be sought elsewhere; namely, that we must start waking up to 
the fact that electronics is not just a passing fad, but a condition sine qua non 
for further progress. This was amply substantiated by the minister for technical and 
investment development of the CSSR, Engr Ladislav Supka, at the conclusion of the 
debate when he elaborated on international specialization. 
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Committees 


Deputy Alois Hula, as vice chairman of the People's Assembly and chairman of the 
Committee for Industry, Transportation and Commerce, outlined in his report the 
research done by deputies and the iatentions ot the committees of the People's 
Assembly. He stated in his report that evaluation of the degree of industrial 
advance of countries shifted from such indices as per capita steel production to 
indices representing applications of electronics, and familiarized the plenum with 
the work, standpoints and recommendations of the committees. 


The Committee for Industry and Commerce stated that a reliable flow of information 
from basic research to production has not been fully implemented as yet. The 
committee therefore recommends experimental formation of several production research 
associations. 


The committee also recommends: 

--doing away with obligatory ordering a specified minimum number of a variety 

of spare parts, 

~-providing dependable spare parts catalogs--to include parts newly scheduled for 
production so that designers could include them with a time-lead in new manufactures, 
--substantial shortening of the submission term for orders, in particular as regards 
spare parts listed in the catalog, 

~-designating unequivocal replacement of discontinued types by new products, 
--expedient supplying of samples of advanced electronic parts for equipment and 
instrumentation being developed, 

--s’stematically implementing use of standardized modules in junctions and units 

of electronic installations. 


The planning and budgetary committee finds that 1,500 digital computers at our 
disposal is relatively little in comparison with the worldwide average, particularly 
in the area of minicomputers, modern reading devices and recorders, and that we alse 
have a low share of data prepared on a decentralized basis and fed into computer 
centers through communication networks. 


It recommends joint utilization of the technology of computer centers to facilitate 
improved utilization. As regards provisions incorporated into the Set of Measures 
for Improving the Planned Management System of the National Economy after 1980, it 
is envisioned that by a suitable normative adaptation they could be assigned certain 
duties and obligations relevant to utilization of computer technology, or, as the 
case may be, formation of automated systems of management and streamlining of 
information systems. 


The Committee for Agriculture and Food points out that overall streamlining of 
existing projects and programs of automated systems of management must be implemented 
in such a manner as to be of more service to personnel responsible for direct 
management of production. The committee's consultations with deputies led to the 
conclusion that a number of existing regulations regarding the information system is 
heading for a conflict with implementation of an automated system of management on 

a scale ecompassing the entire sector. 
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The committee stated that there still is no management post with gesce ad hoc 
coordination project management for application of microprocessor technology in 
agricultural machinery production. It recommends therefore delegation of this 
function to the Research Inetitute for Agricultural Machinery in Prague-Chodov. 


The Committee for Social Policy is unequivocally in favor of introducing electronics 
into health care on a: wide a scale as possible. Health care in the CSSR is 
recognized worldwide as high quality care. It is of prime interest to our citizens 
that it be not only maintained at that level, but improved also by the use of 
electronic health equipment. 





The Cultural Committee concentrated its attention on the educational and instructional 
system of scholastic and extrascholastic training, as well as the information and 
popularization system headed by the press and other mase communication media. 
Available experience indicates that development and utilization of electronics finds 
on the whole favorable public acceptance. 


The Constitutional Law Committee emphasized that an appropriate role in management 
and development of electronics must be played also by our legal system, primarily 
by economic law, as one of the instruments of planned management of the national 
economy. The committee emphasized that the basis for guaranteeing supplies for 
production of electronic equipment, as well as that for guaranteeing deliveries of 
the latter, must be included in the planning process. It is necessary to apply for 
this purpose a new decree regarding balancing of material resources and allocations 
and negotiation of supply and demand relations in the planning process. 


Furthermore, it will be necessary to pay particular attention to protection of the 
so-called intellectual property, inasfar as it involves results of solutions 
incorporated into the proposed automated system of management, in the basic and 
applied computer software. 


For the purpose of effectively protecting the fund of avaiiable information, to 
include protection of undisclosed facts from outside interference, it is recommended 
to duly consi¢du: whether and to what extent it will be necessary to modify or 
suppleres. the economic and legal framework relating to products of the Federal 
Miristry of Electrical Industry, which do not fall into the sector of electronics, 
exept products from the sphere of regulations applicable to machinery production 
and subject them to a new system of legal implementing regulations for electronic 
products. It is also recommended that there be timely reaction in the legal sphere 
in coping with newly arising problems. 


The Armed Services and Security Committee dealt with the tasks of Svazarm (Svaz 
pro spolupraci s armadou-Union for Cooperation with the Army) relative to bringing 
up the young generation. 


The Foreign Affairs Committee stated that production increases and replacement of 
strenuous and harmful labor by automation and electronic systems is fully compatible 
with the interests of the socialist society. 
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The committees spoke out in favor of a conspicuous increase in the rate of technical 
development in the sphere of electronice in the Seventh Five-Year Plan by concentration 
of manpower and resources. 


Deputies 
Priority of Concepts 


The first to speak ov in the debate was Deputy Frantisek Tesar, doctor of social 
science. tHe pointed out that we have failed to make systematic advances in 
automation and electronization to achieve higher production and saving of materials 
and energy. It is imperative that electronic production be increased and its 
applications expanded in a stepped up and systematic manner and, where needed, 
changes in personnel should be made. Less effective products in the production 
program should be replaced by products for which there is more demand, and which 
work more flexibly, including those made through license arrangements. He spoke 
out in favor of systematically centralized decisionmaking where conceptual problems 
are concerned, and proposed formation of production research associations. 


Grasping the Dynamic Concept 


Deputy Pavol Urban pointed out that what is involved is not merely catching up with 
or providing materials. What is involved is creation of realistic conditions that 
would enable us to keep up with worldwide dynamic development in all spheres of 

the national economy. It will be a well-planned installment for effecting future 
significant social savings and improved reliability of products. It is necessary 
to find an optimum interface of technical, investment and foreign currency policy 
so that by the end of the Seventh Five-Year Plan we attain a 70-80 percent share of 
new component parts. This rightly justifies the consideration of an effective 
combination of research with licensing pelicy under the usual conditions of fast 
return on capital and attainment of a corresponding effect in production, as well 
as development with minimum demand for brand new investments, even though a marked 
preference is envisioned in comparison with the dynamics considered for machinery 
production sectors. [It is imperative that other sectors (e.g., metallurgy and — 
chemistry) also closely follow the needs of the electronic industry and be capable 
of meeting then. 


Consumer Electronics 


Deputy Drahomira Cap. d that today we meet the demands of the national 
economy for electron 77 percent through domestic production, and by 
23 percent through im» — (© shows that it is impossible to meet the entire 
assortment of needs wit: nternational division of labor. 


The most widely used pro... «. consumer electronics in our households are black- 
and-white TV sets. A motive fcr ‘urther purchases of TV sets will be primarily 
replacement of black-and-wh ce sets by color sets--in 70 percent of all cases. 
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However, the prerequisite is an affordable price and improved reliability (the 

same applies to tape recorders). Products of consumer electronics lag behind as 
regards equipment with advanced elements that improve their utility value, not only 
for the domestic market but aleo for profit realized from export prices obtained. 
In this context she also recommended production of microwave ovens that save 
energy, time and nutrients in food. 


Making Progress in the Use of Computer Technology 


This was the topic of a contribution by Deputy Richard Tichy of the Planning and 
Budgetary Committee. 


According to data regarding utilization of our computer technology, the residual 

value of which amounts to almost Kes 11 billion, utilization of digital computer 

time does amount to 90 percent of capacity in two-shift operation, but productive 
utilization amounts to only 67.5 percent. Peripheral equipment also is not adequately 
utilized and introduction of new computers into operation is time-consuming. 
Considerable fluctuation also adversely affects utilization of technology. It 

is therefore desirable to consolidate regulations and the bonus system. 


From the viewpoint of computer technology applications it will also be important to 
attain a technical level of this technology and supplemental equipment that would 
allow formation of better integrated systems and an organizationally, technically 
and programmatically intertwined computer network. 


Integration of Efforts 


In reference to the positive results obtained through cooperation of ministerial 
and plant-based research and development basis with facilities of the Czechoslovak 
and Slovak Academies of Sciences as well as institutions of higher learning, 

Deputy Rudolf Chlad substantiated the possibilities opened up by formation of 
production research associations (which is an expansion of the concept of socialist 
expeditor teams). "It will be necessary," he said, “that they take over in all 
technically complex cases also the production of prototypes, eventually even 
production of duplicates. We consider this as one of the most effective forms of 
substantially shortening the cycle of research--development-—production." 


The level of parts production in the 60s was satisfactory. With increased require- 
ments on technology that situation changed. Only concentration on such sectors 

in which we can implement innovative processes together with specialization can 
form the basis for deriving benefit from the utilitarian function of the cycle of 
research--development--production. Proper balancing of proportions between the 
industrial bases of consumer, investment, metrological, laboratory, health and 
computer electronics ought to become the focal point of management and coordination 
functions of the ministry departments. In addition, the same will apply to closely 
following also sectors supplying the requisite materials, even though (or just 
because) in small quantities (material savings, not large volumes!). 











The following argumentation is interesting: In comparison with other CEMA countries, 
the CSSR developed and passed international teste of a total of 44 technical devices 
for the Uniform System of Electronic Computers, which represents 23 percent of the 
total number of devices developed and tested in CEMA. However, imports of these 
devices exceed our exporte by almost 90 percent. Deputy Chlad set the following 
decisive goals: 

--come closer to the worldwide peak standard 

--deepen division of labor in CEMA 

~-achieve low production cost and effective exports 

~-effect substantial time savings in the cycle between research and mase production. 


Computer Technology in Agriculture 


Deputy Engr Frantisek Exner stated that 1,840 Unified Agricultural Cooperatives and 
state farms (of a total number of 1,945) are connected into the automated system 

of socioeconomic information. However, linkage is lagging in regards to analytical 
needs of agricultural enterprises and their statistical and accounting reporting 
system, and also the automated systems of management have not been reconciled with 
the organizational structure of the enterprises. Work started on some promising 
experiments with integrating the flow of information which, given the spatial 
distribution of agricultural enterprises, is one of the key taske for more efficient 
utilization of information technology in management. 


No Fear of Technology 


Deputy Engr Josef Martinec assured that changes caused by invasion of electronics 
into the life of society will bring only positive results in our socialist system. 
Electronics helps eliminate undesirable effects of assembly-line production and 
promotes utilization of human creativity. Intelligence of data processing machines 
is no substitute for human intelligence. Technotronics is not an alternative of 
socialism. 


Hi-fi 


Deputy Jan Risko, PhD, advocated doing away with the dependence of communications, 
particularly broadcasting technology, on imports from nonsocialist countries, 
from the first link of the chain (studio technology) all the way to the receiver. 
Appliances of the receiver type are capable of absorbing a significant part of the 
buying power of the populace. 


Medic ‘tae 


Deputy Zdenek Machacek, M.Pharm., cited examples of electronics applications in the 
operations of the Research Institute for Health Technology in Brno, the Research 
Institute for Medical Bionics in Bratislava and some plants in Chirana and Tesla of 
Valasske Mezirici. He expressed his concern over delays in introduction of some 
already developed medical equipment into production, particularly as it involves 
apparati that offer attractive possibilities for exports. 
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Training of Specialists 


Deputy Engineer Ondrej Saling commented that inetitutes of higher learning do turn 
out capable engineers, but that the latter are unwilling to cope with problems of 
personne] management in production facilities. In addition, colleges and universities 
turn out fewer engineers than are needed in the field, and those who have been 

trained do not go directly to a job in production. He suggested that some measures 
be taken to provide students with basic familiarization with realistic circumstances 
of cooperation with partners in direct production assignments. 


Training of Cadres 


Deputy Vlasta Kohoutova pointed out the necessity for preparing people for thesocial 
consequences of electronimtion of the national economy, i.e., finding timely solutions 
to mobility of manpower into new jobs without affecting their life style, training a 
new generation of workers and specialists with culturally based higher degrees of 
qualification and seeking to effect manpower savings through application of electronics. 
Technical personnel will be expected to be able to cope with the overlapping of all 
branches of science, yet attain a high degree of specialization. 


Utility Value of Agricultural Production 


Deputy Engr Imrich Janec illustrated the contributions made by computers to improved 
productivity by citing act’ . examples from management of the Czechoslovak animal 
stock. He also outlined potential applications for electronics in plant production. 


Legal Aspects 


Deputy Ludmila Dvorakova stated: In the sphere of economic law there appears a 

need for relatively extensive modifications of implementing regulations in the field 
of economic laws without, however, in view of the specificity of the sector of 
electronics, having to change or supplement the law. This will obviously require 
first of all that the Federal Ministry of Electrical Industry issue for the sector 

of electronics basic conditions for supply of products, further conditions for 

supply of assembled equipment and, finally, conditions for supply of work and services. 


A relatively serious problem which definitely will have to be dealt with is the fact 
that to date we have no regulation governing conditions for performance of services. 
Demands on the Czechoslovak legal system will keep increasing also in regard to the 
requirement that imported machinery and equipment conform to Czechoslovak regulations. 
The reason why in the given sector some general legal regulation obviously would not 
suffice is to be seen primarily in the turbulent technical development that character- 
izes the sector of electronics, as well as in the distinct peculiarities that 
differentiate this sector from classical machine production. 
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Defense 


An inquiry by Deputy Tichy~--how will computer tech ..vgy be used in the system of 
the Set of Measures--was answered by CSSR Finance Minister Engineer Leopold Ler. 


The Government Committee for Problems of Planned Management of the National Economy 
requested Comrades Supka, Hula, Kazimour and Bahyl in September 1980 to submit to 

the government a concept for implementation of automated systems of management 

during the years of the Seventh Five-Year Plan. CSSR Government resolution No 42/1980, 
which approved the Set of Measures, further specified the key directions for 
utilization of computer technology during implementation of the Set of Measures: 


The first direction is completion of the automated system of planning calculations 
with the use of mathematical and economic methods and computer technology so as to 
facilitate a more systematic balancing, inner coherence and, primarily, flexible 
approach planning. 


The second direction points to comprehensive utilization of automated management 
in supply-demand relations with the goal of rendering accounting functions more 
efficient and facilitating control of economic contracts and the distribution system. 





The third direction leads to utilization of automated information systems for 
successive evaluation and monitoring of the efficiency of the economic renewal 
process as a whole, thus helping to uncover unused resources in the direction of 
intensifying the development of our economy. 


Nevertheless, the decisive direction for utilization of computer technology will be 
installation of automated systems for the control of production and technological 
processes. 


The ministers submitted to the governmental committee a concept for implementation 

of automated systems of management for the period of the Seventh Five-Year Plan, 
which the committee discussed by late September and recommended for consideration 

by the government. To visualize the scope let it suffice to say that approximately 
Kes 15 billion worth of new computer equipment should become operational during the 
Seventh Five-Year Plan, of which over 500 are computers of the Uniform System of 
Electronic Computers and almost 1,500 are units from the System of Microelectronic 
Computers. The plans call for more computers. But there will be neither adequate 
production nor resources available for providing a larger amount. Computer technology 
after 1980 will be implemented within the framework of the plant's development 

funds, which must be formed by generation of internal resources. We recommend to the 
government that it issue directives relevant to parameters for utilization of 
computer technology, i.e., operation in two shifts with twelve working hours of 
productive work to fully attain these parameters in the second year after the 
computers have been put into operation. 


The inquiry by Deputy Tesar--what significance will economic integration with CEMA 
countries have for development of electronics in the Seventh Five-Year Plan--was 
answered by the CSSR minister for technical and investment development, Engineer 
Ladislav Supka. 





He specified the effects of pacts negotiated in the Permanent Committee of the 

Board for Technical and Electronic Industry and bilateral pacts between the board's 
member countries on our trade relations. After 1980 will come implementation of 
long-term goal-oriented programs for cooperation till 1990 to secure acquisition of 
technological equipment for the electrical industry, an automated system for control 
of technical processes, equipment for computer technology, communications engineering 
and consumer goods. 


Suitable conditions will also have to be created for implementation of a specialization 
program in the development of the Uniform System of Communication Engineering Equipment. 
We are interested in negotiating pacts regarding specialization in the production 

of production-control instrumentation, for diagnosing and servicing color TV sets 

and sound recording and reproduction systems. Specialization will also help us to 
economically delineate the program for radar, computer technology, control, automation 
and health equipment and electron lithography. 


Minister Supka further responded to an inquiry by Deputy Chlad--what measures are 
being taken to assure concentration of the Czechoslovak scientific research base on 
key tasks in development of technology. 


Of the total noninvestment appropriations from the state plan of technical development 
for the Sixth Five-Year Plan in the amount of Kes 22 billion, almost Kes 4.5 billion 
are expenditures for tasks providing for development of electronics to include 
direct applications in the national economy, amounting to 20 percent. Allocations 
for these tasks at the same time included almost one-third of the total volume of 
foreign exchange resources controlled by the Federal Ministry for Technical and 
Investment Development in the Sixth Five-Year Plan. These allocations went for 
imports of instrumentation and final assembly imports. An analogous situation 
prevails also in the area of license acquisition where Kes 200 million was expended 
for electronic developments in the Sixth Five-Year Plan, whereas the total value of 
licensing agreements exceeds Kcs 650 million, which in the Seventh Five-Year Plan, 
will still represent approximately 30 percent of licensing allocations. At the same 
time negotiations are under way for additional licenses, for which another Kcs 150 
million worth of foreign currency will be set aside in the Seventh Five-Year Plan. 


In the Seventh Five-Year Plan, more than one-quarter of the total number of 350 
tasks will be oriented toward the development of electronics, to include direct 
application and development of auxiliary and special materials for microelectronics. 
Tackling these tasks will call for more than Kes 8 billion in noninvestment 
appropriations. 


It is incongruous to assume that development of microelectronics could or should be 
backed solely by the electrical industry from its own resources. For that reason 

the Presidium of the CSSR Government adopted on 4 September resolution No 197 

designed to provide primarily small-volume supplies of special and auxiliary materials 
from the jurisdictions of the Federal Ministry of Metallurgy and Heavy Engineering, 

the Federal Ministry of General Engineering and both national ministries of industry. 

A number of tasks are the subject of concentrated efforts of several institutes and 
plants from the various branches and sectors, without reorganization, but with 

planned management. Markedly beneficial results were achieved in shortening time limits. 
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The CSSR minister of the electrical industry, Professor Engy Milan Kubat, DrSci 
then expressed his thanks for the depth of research and briefly commented on some of 
the points referred to by the deputies. 


The priority of electronics and microelectronics is differentiated for the next 
five-year plan in such a manner that heavy current engineering will develop at a 
rate of approximately 135 percent, consumer electronics has been allocated 155 
percent, electronic parts 181 percent, and integrated circuits 246 percent. The 
state goal-oriented program Electronics in the SSR, encompassing exclusively 
microelectronics, the rate is a full 310 percent. 


We agree with the proposal made by the Committee for Industry, Transportation and 
Commerce regarding elimination of subjective obstacles, the kind that start with 
dependable catalogs of available parts and end with samples of advanced new types 
and use of modular assembly. We second the formation of joint scientific production 
facilities. We are establishing just such a facility, e.g., with the Institute of 
Instrumentation Technology of the Czechoslovak Academy of Sciences with our Tesla 
plant in Brno. We heartily welcome the fact that the Slovak Academy of Sciences is 
establishing a scientific production facility out of its Institute of Technical 
Cybernetics in Bratislava and fully support the venture. We are about to sign an 
agreement regarding cooperation with the Czechoslovak Academy of Sciences. We are 
very much in agreement with the necessity for international cooperation and strive 
to develop it. We shall endeavor to delete certain groups of parts from our 

own production. 





As regards tape recorders: We increased their production from 90,000 to 100,000, 
but we cannot replace the 40,000 units for our domestic market which were to be 
supplied by Poland. Thus it is obvious that in specific cases matters have to be 
handled with some forethought and carefully and that things often tend to 

become complicated. 


In regards to the failure rate of color TV sets: In the current year we suspended 
production of our color TV set Tesla Color Fatra. We are switching to several 

types of new color TV sets. These include the color TV set Color Universal, a 

fully transistorized new type with a Soviet picture tube, and a color TV set 
assembled from Yugoslav components. This year and even more so next year will start 
production of TV sets of an entirely new design with picture tube Color 110 produced 
under a license arrangement. This year we shall deliver around 20,000 of these 
color TV sets of the new type. Next year they will be available in substantially 
larger numbers. Their price has not been set as yet, but, considering their 
completeness and degree of difficulty in manufacture, it can be estimated to range 
between Kes 10,000-20,000. 


A microwave oven in a typical household would not completely eliminate the traditional 
ways of using heat in food preparation and would be expensive. Thus, e.g., in 

Great Britain its price ranges between 300 to 500 pounds sterling. We are looking 
into the matter and as soon as it becomes a viable option we shall introduce it 
ourselves or in international cooperation. 
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Great attention is paid to the development of health-care instrumentation, specifically 
monitoring instruments, x-ray and dental equipment. Artificial kidneys, artificial 
hearts, and implantable cardiostimulators will also be developed. I regret having 

to say that, for the present, neither we nor anyone else in CEMA has the necessary 
batteries required for the last enumerated devices. 


Resolution 


The reporter, Vice Chairman of the People's Assembly Deputy Alois Hula, summed up 
the results of the debate and Deputy Richard Nejezchled, Dr.Soc.Sci., submitted to 
the deputies a proposal (or a resolution in which the assembly, among other things, 
to further a systematic implementation of the resolutions of the 15th CPCZ Congress 
for the development of electronics recommends to the Federal Ministry of Electrical 
Industry and to other involved ministries, and state, economic and social organs 
and organizations: 


--create systematic conditions for comprehensive development of electronics and 

its wider application in all spheres of the national economy and the life of our 
society; 

~-devise suitable organizational forms for providing a continuous flow of information 
from basic research via applied research into production; achieving in this manner 
a closer interface between the scientific research base and production and 
acceleration of the cycle of research--production--application, and in the interest 
of an accelerated and more streamlined development of electronics stimulate the 
activity of work teams in research institutes and production plants; 

~-meet the wide needs of the national economy for electronic products by further 
deepening our participation in international division of labor; 

--make more effective and more expedient use of purchased licenses; 

--provide for improving the reliability of electronic products and high dynamism 
of innovations; 

-~systematically endeavor to lower production costs; 

— pay increased attention to training of specialists for the field of electronics 
and their placement in sectors for which they acquired qualifications; 

-~popularize on a wider basis the significance of electronics among our public, 


particularly among youth. 
It enjoins: 


--committees of the People's Assembly to provide systematic help in carrying out the 
program for development of electronics and its practical applications; 

--the deputies of the People's Assembly to help through political and organizational 
work in their voting districts to carry out the tasks set by the CPCZ Central 
Committee and the CSSR Government for the development of electronics and elucidate 
its significance to the society as a whole. 


The resolution was adopted. 
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HUNGARY 


ALTERNATIVES FOR FOREIGN ECONOMIC RELATIONS DISCUSSED 
Budapest KULGAZDASAG in Hungarian No 12, Dec 80 pp 3-20 


[Article by Marton Tardos, main department head, Business and Market Research In- 
stitute: "Foreign Economic Alternative") 


[Text] External and internal factors combined to produce the problems which have 
appeared in the course of economic development. Following the price explosion the 
conditions for the foreign economic contacts of Hungary clearly deteriorated and 
the new situation demanded changes in economic policy. The measures born to remedy 
the foreign trade balance deficit brought some improvement in 1979-1980. Seeking 
ways to bridge over the difficulties, economic growth was moderated; this appeared 
primarily in cutting back on investments and socialist imports and in stagnation 
of the standard of living. 


In the opinion of the author there is need for an increasingly export oriented econ- 
omic policy, in addition to a slower growth than earlier in domestic use; changes 
in demand control methods, the price and rate of exchange system and the investment 
mechanism can lead to this. 


Internal and Foreign Economic “auses of the Economic Tensions 


The difficult economic situation of the country and the unbalanced capitalist for- 
eign trade turnover have been in the center of attention of economists and economic 
policy makers for a long time. The phenomenon causing concern is that since the 
world market price -xplosion use has exceeded the value of products available from 
internal sources. We covered the difference with credits. Since 1947 the value 
of the credit used has varied between 4 and 9 percent of the added value (GDP). 

We assumed the great majority of the credits on the non-socialist market. So the 
acute sickness is capitalist indebtedness. 


Before we discuss the possibilities of curing the disease we must go into the causes 
producing the phenomenon. It is customary to point to the general causes of the 
overuse in the changing world economic epoch, more concretely in the price explosion 
which accompanied it. To the question "What is this price explosion?" it is cus- 
tomary to answer that the prices of raw materials have increased auddenly as com- 
pared to those of industrial finished products. But if we look more closely at the 
long-range price trends we see that the fundamental price ratio deviations since 1973 
have been caused by the nearly eight-fold increase in the price of petroleum. Changes 
in other prices did not deviate very much from the approximate 2.5 times price in- 
crease for industrial finished products which took place since then. 
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Thus the price explosion cannot be used to explain directly, or it explains to only 
a slight degree, the deterioration in capitalist terms of trade and the indebtedness 
of the country. It is true that in the 1960's Hungary gradually shifted to import- 
ing fuels and thus the increase in the price of petroleum and other fuels represents 
no small burden for the country. But this economic burden does not appear in con- 
nection with the capitalist countries and so it does not explain the necessity to 
assume credits largely on the capitalist markets. 


When examining the tensions of the capitalist market position of the country one 
must not forget that this is not a new problem. Even in the 1950's and 1960's 

the development of the capitalist balance of payments was a neuralgic area for the 
economy of the country. The accumulation of difficulties was caused not only by 
the deterioration in the terms of foreign trade. In my view this was the joint 
effect of external and internal factors. Of the external factors one must first 
note three. 


lL. First of all the crisis in the expert of live animals and meat, primarily 
slaughter cattle, which traditionally play a leading role in the capitalist ex- 
port of the country. The export of slaughter cattle played a leading role in the 
economic reletions of Hungary and the more developed countries not only in the Mid- 
dle Ages bwt also in the flowering of east-west relations reckoned from the end 

of the 1950's. The export of live animals and meat reached a peak in 1973 when it 
made up 27.8 percent of the non-socialist export. While the volume of capitalist 
export increased by 44.3 percent between 1973 and 1979 the export of live animals 
and meat fell to 3-14 percent of the turnover due to the discriminating policy of 

the Common Market. The decline in trade was the consequence not only of quantita- 
tive restrictions on export but also of the fact that the world market prices for 
meat lagged behind not only the increase in oil prices but also the price increases 
for industrial products; the dollar prices for Hungarian slaughter cattle export 
did not increase at all. 


2. The second unfavorable phenomenon was that Hungarian enterprises on the western 
markets were not forced to or were not capable of adapting effectively to the 
general swift inflation and the simultaneously sharpening competition struggle, by 
swiftly increasing export prices or holding back the increase in import prices. 

As a result of the oil crisis every country on the world market which pays with in- 
dustrial finished products for the import of fuels was forced not only to cut back 
on internal use and react with increased energy conservation but also was forced 

to increase its export of industrial finished products. The logical consequence of 
a decreasing increase in demand and a swiftly developing supply was a sharpening 

of the competition struggle. In addition it was unfavorable for us that there was 
simultaneously an unfavorable effect on outside countries as a result of the duty 
concessions offered to developing countries and the members of the Common Market. 
This was moderated to only a modest degree by the fact that in 1978 the United 


States ended its previous discrimination against us and granted Hungary most favored 
nation status. 


3. Finally, simultaneous with the price explosion, there was an essential change 

in the development of economic contacts between Hungary and the CEMA countries, in- 
cluding Hungarian-Soviet economic contacts. Between 1945 and 1972 it was character- 
istic of this trade--with slight variations--that the country's supply of industrial 
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raw materials was guaranteed substantially without interruption and with favorable 
conditions. In general we bought materials on which little work had been done in 
exchange for industrial finished products. It was characteristic of our opportun- 
ities that between 1960 and 1972 the volume of our raw material purchases for 
transferable rubles increased by an annual 9.2 percent. almost twice as fast as the 
added value produced domestically. Since 1975 not only has CEMA raw material acqui- 
sition become more expensive but also the rate of increase in deliveries has broken. 
Despite tle significant increase in prices the acquisition possibility for industrial 
raw materi.ls purchased with transferable rubles remained more favorable than cap- 
italist purchase. But between 1972 and 1979 the volume of imports increased by 

only an annue! 2 percent. This change made necessary the acquisition of industrial 
raw materials for free foreign exchange. In the course of this we were forced to 
buy many raw materials, primarily petroleum, from our CEMA partners for free for- 
eign exchange. The substantial rate decrease in raw material purchases for trans- 
ferable rubles moderated the possibility of Hungarian export to the capitalist mar- 
ket also. It should be noted that more than one third of the export of Hungary, 

a country poor in raw materials, consisted of semi-finished products made directly 
from raw materials coming from the CEMA market. 


Several erroneous actions of internal economic policy magnified the unfavorable 
effects originating from the external market. In this regard we must speak primar- 
ily of two factors. 


l. It is now generally recognized that it was a mistake to relieve Hungarian enter- 
prises of the burden of changes in external market prices, more precisely changes 

in price ratios. But the mistake was not a chance phenomenon. In explaining it 

one must not forget that the new economic mechanism was not prepared for changes in 
external conditions. It is even more important, however, that at the time of the 
changes there was not yet an end to the social pressure against the indirect regula- 
tor system, pressure which attacked the differentiation of incomes and the usefulness 
of the clash of individual and group interests. This debate did not reject the 
earlier decisions to liquidate the plan directive system but it forced the economic 
leadership to make compromises as a result of which the changing world market situa- 
tion did not produce variations in enterprise incomes and the consequences of the 
deteriorating economic situation did not appear in the development of investments 

or the development of the standard of living. 


In those cases where domestic prices remained unchanged the ripple effect of world 
market inflation was prevented by giving price supports for imports and imposing 
taxes to decrease export incomes. This form of sparing producing enterprises was 
characteristic primarily in 1974. But the neutralization of changes in foreign mar- 
ket prices continued even after 1975 when state controlled prices were gradually 
adjusted to world market prices. In every case, simultaneous with the price changes, 
there was a systematic review of the system of taxes and supports. The elements 

of the regulator system were constantly modified so that the domestic prices and 
price ratios would not change as much as the world market prices. The practical 
result of this was that the financial success of the enterprises did not depend on 
whether they could pass on to their customers the costs corresponding to the new 
world market situation. The subject of the deal between price and regulator 

was primarily the size of the state refund connected with export and the permitted 
rate of increase in officially controlled domestic prices. This deal not only 
generally held back the efforts of the enterprises to improve efficiency but it also 
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concretely increased the deterioration in the foreign trade terms of trade. It is 
obvious that despite their best intentions the Hungarian producing and foreign trade 
enterprises, in the warmth of state interventions, were not the equal protagonists 

of their capitalist partners, exposed to merciless competition; their efforts to 

hold back increases in import prices and to increase export prices were not overwhelm- 
ing. 


2. The other factor which magnified the unfavorable effect of the external shocks 
was that we did not follow events adequately in controlling internal use. In my 
opinion, however, in opposition to the frequently voiced view, we need not complain 
about over-consumption. There was a serious error in the area of consumption by 

the populace only in 1974 when, in the heat of the political debate over economic 
guidance, the incomes of the populace increased a good bit faster than the added 
value, especially if we subtract from the latter the losses due to the deterioration 
in the terms of trade. 


Table 1. The Development of Added Value (GDP) in billions of forints 








1. tablazat 
A hoszhadots ériék (GDP) alakulésea 
(milliard forint) 
1972 1973 1974 1975 1976 1977 1978 1979 
Hozzhadott é6rték deszesen; (1) 391,0 429,0 448,9 481,65 527,6 577,9 628,3 681,1 
valtozatian dron (1970 = 100) (2) 112,7 120,5 127,5 135,65 140,3 151,0 157,7 161,8 
Behorzatali (—), illetve 
kiviteli (+) tébblet (3) + 4,8 + 19,6 —19,9 — 36,6 —22,4 26,1 —67,3 —23,7 
Behozatali (—), illet ve 
kiviteli (+) tébblet a hoz- 
rhadott ériék ezAzalékaban (4) +1,2 + 4,6 —4,4 —7,4 —4,2 —4,5 —¥,1 —3,5 
Veuzteedg a caereardny- 
romlés miatt (5) —-2,3 —4,0 —14,3 —26,1 —25,7 —34,9 --36,9 ~-43,7 
A behozatali tobbiet és 
veezteség killénbedge - 
(3) + (5) (6) +7,1 + 23,6 — 5,6 —9,5 + 3,3 + %,% —-20,4 + 20,0 
nalaa deszesen : (1)—(3) (7) 386,2 409,4 468,8 517,1 550,00 04,0 685,6 704,s 
[én yleges belfoldi felhasz 
nélés véltozatian dron 
(1970 = 100), (8) 108,5 111,3 123,3 131,9 134,7 143,0 155,4 148.4 
ebbédl : 
véged (9) 109,0 113,2 120,5 126,1 128,7 134,4 140,5 144,46) 
brutté felhalmozds, 
ozen belil: (10) 106,9 107,2 131,8 145,3 14,2 12,5 191,6 104,1 
tizeinbehel ye cet t 
beruhézas (il) 112,3 119,2 118,8 149,2 142,2 14,7 16,1 165,9 





Forrds: Statiazrtikal é.kény\ck, A népyardashg hatékonyetghvek alakuldss 1970— 1974, KSH, 1080, Budapest. 


[Key on following page] 


36 





Key: 


Added value, total 

At unchanged prices (1970 equals 100) 

Import (=) or export (+) surplus 

Import (=) or export (+) surplus in percent of added value 
Deficit due to deterioration in terms of trade 

Difference between import surplus and deficit (items 3 and 5) 
Actual domestic use, total (items 1 and 3) 

Actual domestic use at unchanged prices (1970 equals 100) 
Of this, ultimate consumption 

10. Of this, gross accumulation 

ll. Of the latter, investments placed in operation 


womonou ff Wh — 


Source: Statistical yearbookds, "The Development of the Efficiency of the National 
Economy, 1970-1978," Central Statistics Office, Budapest, 1980 


What we might talk about instead is excessive accumulation due to an unfounded de- 
sire for growth. Unfortunately, until 1979, the great majority of the excessive 
use was embodied not in operational investments which would bring profit in the near 
future but rather in an increase in stockpiles and uncompleted investments. It 
should also be noted that investments measured in unchanged prices show the magni- 
tude of expenditures but not the real value of the projects placed into operation, 
according to the experience of operational experts which cannot be expressed in 
figures. The latter increased substantially less, which is to say efficiency deter- 
iorated. It becomes clear from the foregoing that one cannot prove the assertion 
that the bulk of the excessive use was popular income which was unjustified as com- 
pared to the capacity of our economy. Unfortunately, neither can one say that 
thanks to investments which will be put into operation later the excessive use will 
significantly ease our situation in the future. In all certainty a large part. 

of the excessive use was the result of deteriorating efficiency as a result of the 
cited indecisiveness of guidance. 


The Character of the Foreign Trade Deficit 


The next question in the diagnosis is the character of our indebtedness which developed 
due to the cited external and internal causes. What we must clear up is whether 
our difficulties are connected with the fact that production cannot catch up with 
the increase in use, that is, the available manpower, ca,acity, etc. do not make 
possible an increase in production fast enough to gradually make up the deficit, 

or whether what is involved is a peculiar deficit, namely that we cannot pay on the 
capitalist market for a part of our demand for goods which for the time being cannot 
be satisfied from domestic production and the transferable ruble markets. A deter- 
mination of the character of the indebtedness is very essential from the viewpoint 
of therapy. If the first case obtains then a one-time reduction in internal use 

of 5-6 percent will solve the problem if the later increase in use does not exceed 
the increase in production. If, however, the second characterization is closer to 
the truth then not only must we reckon that a substantially greater reduction in 
consumption will be necessary to temporarily achieve a balance but also that it 

will not open the road to further development if we "tighten the belt" according 

to the magnitude of the excessive use. 
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In this case internal use will have to be moderated not only until the foreign 

trade balance is temporarily balanced=-reducing stockpiles and with temporary short- 
ages of goods-=but rather we must moderate import use on a permanent basis to ensure 
4 supplement to the temporary improvement factors, or rather we must increase the 
volume of goods which can be sol: and made available for export. But even this 
would not be enough. What we must then achieve is to see that the increase which 
develops after the balance is restored should not come into conflict with the bal- 
ance requirements of the balance of payments. According to the experience of recent 
years the difficulties which arise on the free foreign exchange markets and on the 
ruble accounting market characteristically differ from one another. On the free 
foreign exchange markets the difficulty derives from the fact that it is very diffi- 
cult to hold back the capitalist import demand of the populace and the producing 
apparatus. And every incentive method used thus far has proven unsuitable to pro- 
duce a lasting acceleration in the growth of capiteiist export. The situation is 
radically different on the transferable ruble market. The supply of goods offered 
by the partners automatically puts a limit on increasing our purchases. There 

are products we would gladly buy more of, but there is no additional supply, while 
frequently there is no domestic demand for products offered by our partners. Some- 
times purchases from CEMA partners run into difficulties even if the partner could 
deliver goods sought in Hungary. Because of the length of the delivery times of 
CEMA exporters, the lack of delivery security and fears about the problems which 
frequently appear in operating the mechanical equipment purchased the domestic cus- 
tomer often prefers capitalist import even if it is much more expensive. In the 
case of export conducted in transferable rubles we strive to export only the pre- 
scribed quantity and will deliver no more, in order that our sales on CEMA markets 
do not exceed the magnitude defined by the expected level of import. 





These experiences prove convincingly that the bottleneck for the development of the 
Hungarian economy is free foreign exchange export activity and import replacement 
activity. This characteristic of development leading to the indebtedness of the 
country is not a new phenomenon. We still face this phenomenon now, a phenomenon 
which figures even in party and government resolutions formulated in the years 
1966-1968. Domestic production has still not adapted adequately to demand, so it 
cannot adequately replace import and, especially, it cannot satisfy the demands of 
the capitalist markets, which are substantially more demanding than the domestic 
market. We cannot cover internal use from internal resources not because of general 
limits on production or because of the exhaustion of production factors but rather 
because domestic demand requires in greater proportion goods which we cannot pro- 
duce or the import of which we cannot cover with sufficient Hungarians goods. 


The indirect economic guidance introduced in 1968 eased this problem but--probably 

in part because of the compromises made in the course of its realization the improve- 
ment in our ability to adapt did not offer enough help for us to respond to the 
world economic conditions which deteriorated in the meantime. 


A Proposal for Treating the Economic [lis 


A solution to the tensions which have developed could be approached in several 

ways. Ferenc Kozma, for example, recommends cutting back capitalist market contacts. 
He justifies his position by the fact that the monopoly organization of the capital- 
ist markets does not make it possible for outsiders to develop their trade on the 
basis of the comparative advantages. The leading industrial countries ruling on 
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the capitaliat market get such a large part of the advantages deriving from trade 

in the form of shares that, in his opinion, outsiders should withdraw from the 
international division of labor. He goes so far as to regard the deterioration 

in the foreign trade terms of trade and the indebtedness as the consequence of trade 
which became excessive. | Earlier, from a similar starting point, he proposed 

that we should react to the former by developing closer cooperation with the CEMA 
countries,’ Regardless of whether we completely accept or regard as exaggerated 
Ferenc Kozgma's statements about the power relationships of the capitalist world 
market and the economic consequences deriving therefrom, we must admit the reason- 
ableness of the proposal. To the extent that the CEMA countries increase their 
offering of goods which are sought in Hungary and can be acquired there advantageous- 
ly we must exploit this opportunity. In addition, it is also certain that even to- 
day there are cases where, due to the faults of the financial system, enterprises 
insensitive to costs unjustly perfer capitalist acquisition to the CEMA offerings. 
Unfortunately, however, we also know that only a swift expansion of trade among 

CEMA countries would make possible a substantial changeand this would require changes 
in the system of contacts among member countries which cannot be expected in the 
middie range. A mechanism for the successful development of processing industry 
product exchange has not yet come into being. The system of contacts which developed 
in earlier decades, basically built on raw material deliveries by the Soviet Union, 
cannot be developed because the growth rate for raw material extraction is slowing 

in the Soviet Union. It will be fortunate if a profound structural transformation 
of CEMA foreign trade does not have a disintegrating effect among the member coun- 
tries. Despite our efforts, we cannot expect--in the next 4-5 years--that CEMA trade 
will succeed in replacing a significant part of the capitalist contacts which have 
developed. It was probably on the basis of a recognition of this fact that Ferenc 
Kozma, in the article cited, did not link his proposal to cut back capitalist for- 
eign trade with a development of CEMA trade. He put the emphasis on cutting back 
imports, while adding that this could not mean a return to autarky. Unfortunately, 
however, while expressing these correct thoughts he did not adequately clarify what 
he meant by cutting back foreign trade. This can be imagined in only two ways, 

by increasing domestic activity to take the place of imports or by forcing consumers 
to an irrational substitution for the increasing shortage of import goods. Both 
procedures would provoke serious contradictions. The first would make necessary a 
giving up.of the advantages accompanying an increase in the mass nature of produc- 
tion--frequently emphasized, perhaps exaggeratedly, even by Kozma. The second 

would endanger the successful satisfaction of consumer needs. 


Measures to Restore the Balance 


It cannot be denied that if non-competitive import products become more expensive 
for a country and thus the foreign trade terms of trade deteriorate--as has happened 
for us--then there must be a review of and a change in the method and magnitude of 
fitting into the international division of labor. There is a need for a restructur- 
ing of foreign trade turnover even if we judge that the monopoly income of the cap- 
italists hinders the realization of Hungarian creativity and productivity on the 
capitalist markets and even if we see a fundamental obstacle to an increase in effec- 
tive export in the fact that the producing apparatus has not adapted adequately to 
the needs of the capitalist market. 
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Following the price explosion the conditions for the foreign economic contacts of 
Hungary really did deteriorate fundamentally and probably this process is not yet 

at an end. The link between the capitaliat export goods base and the growth in 
social production broke down, because of the crisis in the slaughter cattle market 
and the decreasing growth rate for Soviet raw material deliveries. The already 
unfavorable situation will deteriorate further because Soviet raw material deliver- 
ies probably will not increase after 1980, which will result not only in holding 
back an increase in the capitalist export of Hungary but aleo in creating supplemen- 
tary free foreign exchange import needs. 


The change is causing real shocks in fuels, more precisely in the use of petroleum, 
The swift spread of petroleum began in Hungary in the recent past--with a signifi- 
cant delay according to opinions at the time. In 1960 hydrocarbons--primarily 
petroleum--made up one fifth of the fuel sources. The increase in hydrocarbon use 
was swift thereafter, primarily as a result of Soviet petroleum and then natural 
gas deliveries, to which the twenty-fold increase in domestic natural gas production 
contributed. 





This trend was broken by .he world market price increase for petroleum. The price 
of supplementary energy sources increased substantially more quickly in Hungary than 
in the world in general. In 1960 the energy needs could be covered from Soviet 
petroleum, in addition to domestic petroleum and natural gas production. By the 
end of the 1960's the petroleum, costing 16 rubles (640 forints) per ton, still 
covered our import needs. In 1979 we bought supplementary petroleum for 138.6 dol- 
lars per ton (5,088 forints). This nearly eight-fold price increase exceeded the 
average rate of the declining value of the forint 5.5 times. During this long per- 
iod the increase in petroleum prices on the world market, an increase with "rocket 
speed," exceeded average price increases only 2.9 times. The shock affecting 
Hungary--despite our efforts--brought only slow changes. The inertia of development 
proved so strong that the ratio of hydrocarbons in domestic energy sources, which 
had developed to about 64 percent earlier, did not decrease even in 1979. Albeit 
that, because of the increasing price of petroleum, we use our new and most modern 
power plants only during peak loads of the electric power system. 


The effect holding back import acquisitions, of the changes affecting the foreign 
trade balance unfavorably, was stronger than the above. In the 1960's a one percent 
increase in production volume was accompanied by a 2-3 percent increase in capital- 
ist import volume. Between 1975 and 1979, although there were significant varia- 
tions, this ratio fell below one percent. The ruble import increase needed to in- 
crease production decreased from a magnitude of 2 percent to 1.3 percent. So 

even thus far the Hungarian economy has changed its behavior in regard to foreign 
markets to no insignificant degree. It has moderated the rate of development of con- 
tacts with CEMA countries and directly decreased the division of labor with dollar 
relationship markets. All this, however, was too little to achieve a balance. 


We achieved real results in the area of restoring the balance only in 1979-1980. 
The 25.4 percent decrease in net accumulation in 1979 was followed by stagnation 
at a low level in 1980. Both years were characterized primarily by a moderation in 
uncompleted investments and in stockpiles. After the consumers price increases 

of July 1979 real wages decreased palpably and total consumption by the populace 
hardly increased. Simultaneous with these "belt tightening" measures the balance 
of capitalist foreign trade substantially improved. The deficit decreased signifi- 
cantly in 1979 and in 1980 export-import turnover came essentially into balance. 
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The chief factors in the change thus were: 

— moderation in economic growth; 

~-a very significant cutback in investments; 

--causing the standard of living to stagnate; 

--reducing stockpiles; 

~-adequate regulation of the bilateral balance for socialist export; and 

— limitation on capitalist importe with enterprise consensus, that is, the enter- 
prises, recognizing the serious situation of the national economy and the higher 
intentions, moderated their capitalist import orders.3 


Table 2. The Development of Volume Imports 














Aa import robumenének siekuldse ) tabtdant 
\lubel- 7, \ Dollar. 
(1) thvee 62) “Innes yim, (4) (5) Lmportrgnbanaage 
ODP (aves 
10) 1972" 105, 1 104, 1 107 i 164.9 
1970— 1972" an 106.9 105.8 isa —38 
19701075 105.2 107,8 198,6 1900 72.9 
1971— 1074 104,48 106," 1030 104,2 62,5 
1972 —1077 106.0 106,2 106.8 1240 116.0 
1073 —1074 104.6 107,1 108,0 164.3 173.0 
1974-1979 14,1 106,2 103,3 126.8 0,4 
Trendérték? 
1063 1967 202,2 279,3 
10681972 162,7 162,9 
1975-— 1979 199.4 93,8 
(al * A — 
Porrds Staiastika) @veOny eb. 
Key: 
l. Years 
2. Added value, GDP 
3. Ruble imports, annual growth 
4. Dollar imports, annual growth 
5. Import flexibility, rubles and dollars 


Footnotes to Table 2: 
1. Imports are broken down by socialist and non-socialist. 


2. The import growth, in percent, needed for a one percent increase in added 
value. 


3. Trend values, the geometric average of growth every 5 years. 


Source: Statistical yearbooks, foreign trade yearbooks. 
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Pathe for a Lasting Solution 


The decrease recommended by Ferenc Kozma in the role played by import in economic 
growth has actually taken place, But the problem is still not solved because all 

of the trends which have developed promise only a short term improvement. The ques- 
tion to which we must continue to seek an anewer is what new course of economic 
development will make possible a longer term balancing of import and export and 

what rate of growth and what conbination of import replacement and export growth 
should we realize. We should also think about what limite are acceptable in lLimit- 
ing demand and in assuming additional credit. 


A lasting change can be caused only by accelerating capitalist export activity and 
import replacement. We need an expansive production growth which exceeds the in- 
crease in internal use, which will be slower than earlier, so that the surplus 

will serve to reduce the tension in the capitalist balance of payments. The emphasis 
should not be placed on decreasing the rate of growth in production, and thus mod- 
erating import, but rather, on the contrary, on doing everything in the interest 

of increasing efficient production, in addition to a modest growth in internal de- 
mand. 


From this viewpoint two basic requirements must be met in parallel: 1. domestic 
and CEMA market deman. ust be kept lower than the production possibilities; and, 
2. the enterprises must be constantly forced to efficiently exploit the production 
possibilities. It is obvious that the two requirements must be realized together. 
If only the first is realized then we will reduce capitalist import needs by limit- 
ing economic capacity and the standard of living but this will not create a lasting 
foreign exchange balance. If we meet only the second requirement then we must 
reckon with a definite deterioration in the capitalist balance of payments because 
the increase in import requirements will be accompanied by a neglect of capitalist 
export markets because of the difficult marketing conditions. 


The joint execution of the two tasks would not be facilitated even if preferences 
between the two goals could be unambiguously determined. At first approach it 
seems that it would be safer to concentrate on realization of the first task because 
carrying it out would unambiguously improve the situation which developed earlier. 
But this is true to only a limited extent. The tactic of cutting back the standard 
of living not only contradicts the long range of goals of economic development but 
it could also come into conflict, beyond certain limits, with the shorter range 
requirements of the foreign exchange balance. A replacing of capitalist import 

and an increase in capitalist export can be lastingly achieved only if the increas- 
ing accomplishments are honored with increasing real wages. Not to speak of the 
fact that dissatisfaction with the standard of living and the development of 
wages--as many examples show--can cause troubles in production which can result 
unstoppably in a serious and sudden deterioration in the foreign exchange balance. 


Question Marks in the Development of a Proper Economic Policy 


Every element of the Hungarian economic guidance system must serve the economic 
policy conception which is developed. If we seek in foreign trade theory for a 
position to solve this task then we can stumble across a simple answer. 
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The balance of payments deficit is the consequence of an undervaluation of free - 
foreign exchanges and an overvaluation of domestic means of payment. So we must 
increase the price of the resource in short supply--in this case free foreign 
exchanges--and thus the values of foreign exchange receipts and expenditures will 
increase, This will increase the export incentive of the enterprises and their 
interest in serving imports or in replacing imports with domestic production. 


According to the experiences of modern capitalist society the measure recommended 
above does ot have an immediate effect but is realized only after a rather long 
delay and it is effective only when and as long as the limits on domestic demand 
make it possible for producers to neutralize the increased import costs by increas- 
ing their sales prices and only as long as the customers are willing to accept a 
domestic price level which increases more quickly than the increase in export re- 
ceipts and import prices. 


So we should not wonder at the fact that a country struggling with many payments 
difficulties will have a problem with the realization of advice which seems so sim- 
ple. Not rare'y the measure is ineffective in the period immediately following de- 
valuation of the domestic currency. And over the longer run, when the favorable 
change would appear, the government is not capable of holding back demand. So it 
happens that the develuation is not followed by an improvement in the balance of 
payments but rather by an increase in inflation. 


Instead of accepting without debate a therapy which seems simple at first approach 
but which is difficult to carry out, according to the experiences of some countries 
trying devaluation, let us look systematically at a few important elements of the 
economic regulation modified in 1980 from the view point of a policy concentrating 
on increasing export and replacing imports: 1. the control of demand; 2. the price 
and rate of exchange mechanism connected with foreign trade; and 3. the allocation 
of investment assets. 


Questions of Demand Control 


The above analysis shows clearly that the domestic producing apparatus would face 
tasks of qualitatively different difficulty if it wanted to sell its products on 
capitalist markets, and on free foreign exchange markets therein, instead of domes- 
tic or socialist export markets. It is also obvious that it would not be worth 
while to assume these additional difficulties for a modest increase in receipts. 
Empirical econometric studies as well as immediate enterprise experiences seem to 
prove that that principle of the price system which operated up to 1979 according 

to which capitalist export receipts should be greater than those of domestic and 
socialist sales did not give incentive for the development of free foreign exchange 
export. ® So Hungarian industrial enterprises try to achieve successes on the cap- 
italist market only if they are forced to do so. Whatwas the chief method of coer- 
cion up to now which resulted in the fact that between 1972 and 1979 the volume of 
export of machines to non-socialist markets increased by 13.9 percent per year and 
that of consumer articles by 7.6 percent which meant an average annual export in- 
crease of 10.0 percent for the processing industry and remained only 0.3 percent 
below the increase achieved in the years 1960-1972 under easier conditions of 

compet ition?’ We feel that the coercive force can be found primarily in two factors: 
first in the fact that in awarding economic and financial preferences (developmental 
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credit, capitalist machine purchases) the central organs supported the capitalist 
export requirements. In the second place a general but in recent years an especial- 
ly important viewpoint in the evaluation of enterprises by supervisory organs was 
how they planned capitalist export and how they carried out their plans. Despite 
the achilevements we cannot be satisfied with this incentive method not only because 
we are forced to increase even more the not small growth rate of export but rather 
primarily because, in the first place, it can be successful only where and as long 
as capitalist export makes up a small part of production. In the second place, it 
does not encourage an increase in efficient export. The reason for this is that 
the enterprises take export into account as a tool for reaching some important 
goal--winning the recognition of the supervisiory organs for success in export or 
expecting an opportunity to realize a modern investment. As long as the ratio of 
capitalist export is small in the total activity of the enterprise the result ex- 
pected from export and the cost of export are comparable. In this case it is worth 
exporting even if the export is at a loss and one does not have to conserve in re- 
gard to the costs accompanying export. 


But in the present situation of our economy we cannot be satisfied with this. By 
controlling the increase in domestic demand and in socialist export demand we want 
to create a form of economic coercion which will make it possible for capitalist 
export interest to be strong even where the ratio of the export is not insignifi- 
cant, so that the goal of the enterprises should be not simply to increase export 
but rather to increase export efficiency and so that conservation with imports will 
accompany the export efforts. 


Only a strong control of demand can meet this requirement. Here, as is well known, 
popular demand and producer demand are controlled separately. The successes in 
Planned regulation of popular incomes are rather unambiguous, if we ignore the 
side effects of wage control which hold back or distort economic incentive. Nom- 
inal wages and even the actual size of real wages follow the plans with great pre- 
cision. So there is need for change in this regard because we need a method of 
aggregate income control which will be less of a hindrance to differentation of 
wages according to individual pertormagce and which will not divert the enterprises 
from their goal of increasing profits. 


The situation is much worse in connection with controlling producer demand. It is 

well known that the cyclic, unplanned variation in investments was not moderated 

even in the new economic mechanism.? The ambitions of planning, striving to satisfy 
*| needs and not successfully coordinated with the capacity of the economy, 

wi s proved stronger than the attempt aimed at harmonizing supply and demand. 

The investment cycle was also accompanied by a great variation in stockpiling. 


The weaknesses in controlling producer demand caused harm not only because of the 
uncompleted investments and the variation in stockpiling but also led to more 
serious losses--the enterprises were not forced to conserve on their expenditures. 
This was reflected in poor utilization of fixed assets, in hiring superfluous man- 
power and in wasteful use of materials. 


The magnitude of producer demand could and should be controlled with a fiscal 
and monetary policy coordinated with the availability of money in the economy. The 
greatest weakness of this proposal, which seems rational, is that it does not 
work without a hitch even in the capitalist economy, where it is widely used. 
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It has been shown that capitalist governments, with joint regulation of the iasuing 
of money and budgetary expenditures, the so-called "fine-tuning," not only have 

not succeeded in avoiding the cyclic swings of the economy but also have started 
uncontrollable inflationary processes. In the leading capitalist countries, 
especially in the United States, the cause of the failure was that partial interests 
regularly interfered with the goals of the anti-cyclic policy which developed in 

the 1960's. The solvent demand flowing through monetary and budgetary channels 

had the effect of increasing production only with a great delay but it immediately 
increased inflation. The governments were forced to hold back the growth rate of 
production in order to hold back inflation and they tried to achieve this by 
cutting back the money supply and budgetary expenditures. But this intervention 
was neither swift nor determined because of the intervention of partial interests 
which hindered the raison d'etat. As a result of economic policy experiments which 
exceeded their strength there developed a phenomenon of the contemporary capitalist 
world economy, “stagflation,” which means inflation accompanied by unemployment 
and unused capacity. One cannot conclude, from the failure of a coordinated mone- 
tary and budgetary policy in the capitalist countries and from the domestic exper- 
lence that in neither the period of plan directive guidance nor in the period of 
indirect controls did we succeed in keeping demand in harmony with the capacity of 
the economy, that this cannot succeed in the future. The guiding organs in Hungary 
certainly have enough power for this. Success depends, on the one hand, on whether 
they are capable of giving priority to the harmony of the aggregate magnitude of 
supply and demand, as a fundamental economic policy requirement, as opposed to all 
other concrete developmental goals and, on the other hand, whether they are capable 
of creating in management those conditions which will not hinder flexible production 
decisions and price setting by the enterprises. 


Demand regulation coordinated in a planned way with production possibilities and 
an appropriate price and rate of exchange policy (we will return to a discussion 
of this) will make it possible for conservation with imports--and especially with 
the import of materials and semi-finished goods--to be not simply the consequence 
of administrative coercion nor even the result of self-restraint by the enterprises 
decided upon by the enterprise leaders on the basis of the serious economic situa- 
tion and higher intentions. Moderating imports with other than exclusively finan- 
cial tools have very unfavorable consequences--and is unsatisfactory anyway when 
demand is not adquately controlled and when the price and rate of exchange system 
do not sufficiently encourage conservation. Even with the best limiting proced- 
ures it significantly reduces the ability of production to adapt to demand. !0 


The Price and Rate of Exchange Mechanism 


The earlier price and rate of exchange system was modified in 1980. In this con- 
nection it was intended to realize two important and forward looking principles-- 
the normativity of economic regulation and a flexible system of competitive prices. 


The demands made of the modified system represent a great step forward from the 
price system announced in 1968, which followed the development of domestic costs 

and was not much influenced by the value judgments of customers, and especially from 
the practice developed after 1972, which was characterized by ad hoc changes in the 
regulators. 
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There has been too little time to evaluate the consistency of the practical realiza- 
tion of the new principles, the bureaucratic methods of price control and the suc- 
cesses of practice. But it seem justified to pose two questions already. 


The first is: How great will the price difference, or rather the profit differen- 
tiation, be between products which can be sold successfully and those which are 
difficult to sell? We feel that the documemts dealing with this take a correct 
position in that the price of goods sought after cannot be higher than the cost 

of the import and applicable duties. It is less clear what a product should cost 
when supply is greater than demand. According to the documents it is justified 
that there should be no profit for these products. On the basis of practice we 

can hypothesize that the announced differentiation of free prices will not be 
realized. But even the announced differentiation is not enough. It would be en- 
tirely justified that where the potential supply (that is, capacity) is greater 
than the production the price not only should not contain a profit but it should 
not necessarily even cover the constant costs. (This is justified in the case where 
the import price is lower than the total production cost.) If we are to realize 

a differentiation in the profitability of products of this magnitude--entirely jus- 
tified economically--there will be need for a general development of the principles 
of the regulator system too. 


To do this the obstacles must be removed for the fulfillment of two requirements. 
In the first place we must create conditions for the rational use of large profits. 
It is unjustified that large profits--especially temporarily large profits-- 

should be accompanied by an automatic increase in the wage level. It also confuses 
management that the funds created by large porfits should set off an increase in 
investment, independent of the efficiency of enterprise development possibilities. 
In the second place decreasing enterprise profit, or even loss, should not create 
temporarily a situation which is unacceptable from the viewpoint of management. 
Varying profits and temporary losses are normal concomitants of enterprise manage- 
ment. At present, however, as a consequence of the peculiarities of financial 
regulation, enterprises with decreasing profits or with temporary losses are immed- 
lately and automatically immobilized without state aid. Thus it is not matters 

of convenience but rather the management system which keeps them from getting out 
of the threatened situation on their own. The other side of the phenomenon is that 
the state organs, even in the interest of not holding back enterprise independence, 
are forced to support a large number of enterprises when they judge the maintenance 
of production with deteriorating efficiency to be a lesser evil than the complete 
loss of capacity. 


Naturally, the modification of regulation which is felt necessary would also create 
a basis for putting a brake on that force deriving from conservative human behavior 
which manifests itself in the attempt by state organs or certain representatives 

of them to use the coercive powers of the regulatory system to strengthen their 

own position against the enterprises, or when the enterprise leadership shies away 
from undertaking entrepreneurial risks. 


There has been a debate in Hungary for a long time about the dual task of an active 
rate of exchange policy--to further the relative stability of the forint and to 
encourage a balancing of the foreign trade balance. 


Defining the dual task is entirely national and necessary. It is just to protect 
against the importation of inflation with regular revaluation of the forint. At 
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the same time it is unjustified to presume that devaluation of the forint, or a slow 
revaluation of the forint against foreign exchanges rapidly losing their value-- 
other factors remaining unchanged--which means a real devaluation of the forint, 
will result in an improvement of the foreign trade balance. That is, it is clear 
that if the import demand and export supply of the economy are inflexible then 

a devaluation of the rate of exchange of the forint can only result in increasing 
the price level and has no effect on trade. l 


But recognition of the above does not mean taking the position that the present 
rate of exchange of the forint is correctly established or that import demand and 
export supply are really as inflexible as some believe. I do not know the answer 
to these two very important questions and it is my feeling that others do not know 
it either at this time. 


But if we are to be able to answer these questions and if the problem of devaluing 

or revaluing the forint is to arise as a realistic question two condit‘ons must be 
met first. In the first place we must realize the policy discussed earlier of limit- 
ing demand in a planned way. Thus the determination of the rate of making money 

and credit available and a determination of the level of budgetary expenditures must 
be subordinated to the general requirements of demand regulation. We want to 

fix demand so that the producing units will be forced to increase capitalist export 
and import replacement in accordance with the efficiency criteria defined by the 
financial reguiators (rate of exchange, interest rates, etc.). The effect of 

the CEMA market in siphoning off goods should be regulated as needed. 


In the second place we must make possible a differentiation in the prices of individ- 
ual products in accordance with supply and demand relationships, at least in the 
sphere of free prices. 


We feel that after realization of these conditions we should be capable of approxi- 
mating a rate of exchange for the forint which is useful according to the viewpoints 
of economic guidance. !2 It is obvious that we must move toward an ideal situation 
in which total domestic demand, developed in a planned manner, can be satisfied so 
that in the meantime the expori-import balance develops in accordance with the 
requirements of the plan and the rate of exchange provides sufficient incentive for 
both export and import replacement. Thus export receipts would be determined solely 
by the product of the foreign exchange price and the rate of exchange, and domestic 
producers prices would not be higher than the value of the import price as increased 
by duties. 


The present situation cannot be regarded as an acceptable approximation of the above 
ideal, not only because the export of the several products is not encouraged solely 
by the rate of exchange but also because: 1. we are creating solvent demand accord- 
ing to central plan ideas and are not suitably limiting total use, 2. state prefer- 
ence is given to export even where the enterprise would be forced to use its produc- 
ing capacity via export even without supports, and, 3. a significant number of 

the prices, and just for less sought after articles, are higher than the import com- 
petition would justify.43 


The change outlined above would elicit a significant transformation in the volume 
and structure of production and of export and import. Today, lacking experience, 
we have a picture only of the direction of the change, we cannot yet even estimate 
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the magnitude of the change. Among other things, we do not even know whether, after 
such a transformation, the commercial rate of exchange of the forint would be lower 
or higher than at present. 


It is possible, however, that after the changes it would turn out that the export 
and the import replacement encouraged by the rate of exchange would not ensure the 
planned balance of the balance of payments--that expert would not cover the foreign 
exchange costs of import. In this case there would be a real question as to whether 
it would be worth while to try to improve the balance of payments by a real devalua- 
tion of the forint. 


It can be imagined that in such a case it would not be possible to keep the balance 
of payments in balance without administrative intervention, since the price flexibil- 
ity of export supply and import demand proved too low. But only after the indicated 
transformation of the management system could we get an answer to the question of 
whether the price flexibility of export supply and import demand is too low, whether 
there is a rate of exchange which will ensure the desired balance of the balance 

of payments. /4 


The further question may arise as to what is to be done if we solve in a reassuring 
way the magnitude of the rate of exchange in the new modified system of management 
but must face the difficulty arising from the fact that inflation is swift abroad 
while we are able to hold the price level relatively stable. In such a case--deviat- 
ing radically from current practice--it might be justified to systematically oppose 
the import of inflation by revaluating the forint. Now however, as long as the chief 
task is to solve the chronic tension in the balance of payments we must encourage 
export and import replacement with a planned control of domestic demand with greater 
differentiation of the profit realized in prices on the basis of efficiency. If 

all chap proves too little then we should not shrink from a real devaluation of the 
forint. 


Enterprise Investments 


Even today the great bulk of investment decisions by Hungarian enterprises start 
from the logical hypothesis that the size of the development will determine the 
efficiency of the development and the need for modern technology. The internal mar- 
ket by itself cannot ensure sufficient demand for modern production development. 
Accordingly, the international division of labor, including CEMA specialization, 
provides the precondition for efficient development. The importance of the latter 
is supported by the fact that the coordinated decisions of the planning organs of 
the CEMA countries offer a powerful and sure market for new products. The train 

of thought continues with the idea that production developed in this way aids the 
development of east-west economic contacts also. The newly built up large and mod- 
ern capacity makes it possible for the CEMA countries--including Hungary--not 

only to sell their products on the markets of the developed capitalist countries 

but also to see domestic work realized more efficiently than before in capitalist 
trade. 


This train of thought, impeccable from the viewpoint of closed economic logic, 


and the investment behavior which follows from it rest on two suppositions-—-first, 
that the products produced by the remnant capacity developed on the basis of CEMA 
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specialization really can be sold, and at a good price on the capitalist market 
and, second, that we can import, in return for the export developing as a result 
of the development and directed mainly at CEMA markets, products which are really 
needed, either because they replace capitalist imports or because they effectively 
supplement products which could be produced at home only at great expense. 


Thus far, however, these suppositions have proven reliable only rarely. Without 
trying to be complete we can say that the successful realization of developments 
based on the above ideas has generally suffered because frequently the production 
capacity built to CEMA needs can be used for purposes of capitalist export only 

at the price of very great sacrifices, because of the differences in the require- 
ments systems of the two markets. Most frequently the utilization of the new 
capacity for purposes of capitalist export has caused problems not when the capital- 
ist market made higher demands in regard to the basic parameters of the product 
(performance, durability) but rather when the producer could not meet the demands 

of the market in regard to delivery times and punctuality or preparation and pack- 
aging. In the case of machines deficiencies in connection with ensuring untroubled 
operation and in the case of consumer aritcles deficiencies in connection with the 
presentation of the porduct contributed to these problems which came to the surface 
in the course of marketing. The delivery demands frequently made on capitalist 
markets as a precondition for sales are either not demanded by CEMA markets or they 
are prescribed at a lower level than the minimal capitalist market demands. The 
producer cannot deal with such a differentiation of demands. If there are differ- 
ent requirement levels from the viewpoint of the essential or supplementary proper- 
ties of the product then this frequently endangers a large part of the advantages 
deriving from mass production. If one undertakes to fulfil the higher requirement 
level where this is not a primary requirement then, according to experience, one 
frequently assumes the risk that one cannot get the value of the extra service recog- 
nized in the price. 


Another weakness of specialized production development is that frequently one cannot 


adequately satisfy domestic needs. Specialized producers not rarely ign> *e 
special needs and requirements of the customers, in regard to variety a: roey 
times, among other things. Thus it is frequently not easy to talk the c. \.« ° into 


satisfying his demand from the specialized production of CEMA. 


On the basis of the above it is moot whether it was appropriate to use the investment 
strategy described here in the past but it is certain that as long as the capitalist 
balance of payments squeezes the Hungarian economy and as long as one cannot expect 

a sharp and effective turn in the direction of a more effective turn in the direc- 
tion of a more effective consideration for customer interests in both CEMA contacts 
and the management systems of friendly countries just so long an investment trend 
built on CEMA specialization cannot be regarded as the chief line of development. 


Our investment policy must be formulated starting from that idea which comrade Janos 
Kadar voiced at the 26 September 1980 session of the National Assembly in this way: 
"We cannot change the world economic conditions. We must live, work, progress and 
prosper amidst conditions which derive from the present situation." 


In using the modest investment assets available under the coercion of circumstances 


we must realize an expansive economic policy which gives preference to the develop- 
ment of direct capitalist export and import replacement. We must strive to place 
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an ever broader range of our processing industry products on the capitalist market 
at a good price. In addition we must strive to see that the increase in production 
keeps a brake on capitalist import requirements. 


Unfortunately it must be admitted that it is almost impossible to carry out large 
volume actions with "explosive success" either on the capitalist markets or in dom- 
estic import replacement developments. A gradual, evolutionary development based 
on existing capacity and production readiness has the greatest hope of success. 


in addition to efficient large investments it would be useful to bring to the 

fore small developments which not only would pay off quickly but which would also 
elicit increased purposeful activity by the participants. Thus large industry must 
be persuaded to undertake effective developments of a new type aimed at export 
and import replacement, developments in which an efficient return on modest assets 
promises success even if a large market guaranteed by intergovernment agreements 
does not mitigate the developmental risk. This enterprise development strategy is 
unusual in the practice of domestic industry. In carrying it out one must fre- 
quently oppose the traditions developed over the past three decades. The enter- 
prises must learn to carry out investments which serve to improve the capitalist 
foreign trade balance. 


We must reckon with special difficulties in connection with the program initiated 
by the government to set up small enterprises. Among other things this program 
wants to give a green light to the creation of small cooperative enterprises, thus 
giving greater scope to private initiative. Modest undertakings which promise great 
results as compared to expenditures promise to be especially successful in the 
area of capitalist export and import replacement. But we must realize that if we 
want to enjoy the results of the developing cooperative and private undertakings 
then we must also assume the consequences of this. The small undertakings will 
undertake business activity promising significant achievements only if they can 
count on receipts greater than the average income. So when we are expecting much 
not only from the development of large state enterprises under the influence of ec- 
onomic coercion but also from the results of small undertakings we must consider 
the income distribution requirements of this. If the effect of small undertakings 
on income distribution provokes subsequent indignant counter-action this could 
make doubtful the positive effect of the program. 
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EFFECT OF SECOND ECONOMY ON SOCIETY WEIGHED 
Budapest TARSADALMI SZEMLE in Hungarian No 11, Nov 80 pp 40-47 
[Article by Lajos Hethy: "The Second Economy—-Econemy and Soctety") 


{Text} Alongside large socialist industrial production and its primary role 

of distribution, there is in our country a supplementary and unique type of 
production sphere distribution which sociological research calls "second" or 
“secondary economy." This concept became wide-spread in the past years, both in 
public and in political attitude. It is indisputable that the concept of the 
“secondary economy" encompasses many economic, social, and even political problems, 
the solution of which is urgent and significant from the viewpoint of both solving 
our present economic problems and our future economic and socialist social 
development. Thus the degate on these topics will not lose steam; on the contrary, 
it will gain momentum in ou, public and political life. 


Economics, as is known, includes in this special sphere of production and distribution 
small-scale farming (including household plots), small private industry and trade, 
[single] family-housing construction, unlicenced and self-supporting services and 
other odd jobs (i.e., “maszekolas" [work in the private sector]), and any use of 
property or money outside the socialist sector. Many people consider, and quite 
justifiably also include incomes such as tips and “oiling money" as part of the 
“second economy". The recognition of the socio-economic (and at the same time, 
general social) significance of problems included in the generic term "second 
economy" is shown by the fact that, under the authority of party organs, sociological 
research [on this] has been underway for years. The tangible results of this 
research have been discussed by the party's Politburo which (although rejected the 
generic term) defined in its 19 February 1980 resolution numerous tasks to be 

carried out by society's leaders regarding the solution of individual problems. 


Although the sociological research on the “second economy," and the public debate 
related to it, bring up actual and important economic and social problems, the 
concept itself has not been entirely clarified indeed, on the basis of our present 
knowledge, it scientific foundation and, especially, its social utility and whether 
it can be politically accommodated is strongly debatable. Apparently useful 
conceptions, worked out in the process of scientific analysis, often do not stand 
the test of public and political reason--even if they seem to be appropriate for 
research purposes. 


23 





Seen from the standpoint of economic science (and socio-economy), the common 
characteristics of the activities which are included in the "second economy" (or 
auxiliary economy, a more precise term used in the latest party resolution) are 
evident: their existence is based on the fact that the increased and more dif- 
ferentiated demands, obtaining from a higher living standard cannot be adequately 
and efficiently met by the large socialist enterprises, and thus these existing 
and socially accepted demands mist be met by the small industry and individuals 
whose activity is directly influenced by the market. 


The “second economy" seen from the sociological (and socio-political) aspect, 

we must admit that the common characteristics of its activities necessarily include 
that these activities fall outeide the socialist ephere of authroity, or are on its 
peciphery; they fall outside economic and societal supervision and management. 
Their regulation and management is doubtful, to say the least; in some cases, they 
fall outside the limits of socialist law and legality, indeed, they sometimes even 
contradict socialist values and our society's moral requirements. The individual 
phenomena considered as part of the “secondary economy" alternatively correspond 

to at least one characteristic, sometimes to more than one. 


(Only this way can household farming plots, legally accepted service activities, 
illegal “maszekolas," enterprise “fusizas" [work on one's own account, using 

the firm's materials] etc be included in a kind of conceptual classification. 

That the “second economy" is outside of socialist authority, regulation, legality, 
and even morality, is especially underlined by the fact that, although the volume is 
relatively insignificant, incomes from tips, “thank-you money," "oiling money" 

and bribing are included in it). 


Although it is very difficult to trace the scientific, ideological, political and 
public origin of one or another concept, in the case of the "second economy,” 

the critical characteristic of the concept is striking: it includes many phenomena 
and processes which are outside the main directions of our socialist development 
and which negate requisites that are considered important for our development 
(e.g., socialist ow.ership, legality, and moral values, etc). 


At the same time, the exact (political) profile and direction of this critique 
remains undefined. For if we put household farming plots together with the 
extensive illegal “maszekolas" in the construction industry and with "oiling 
money" and judge them together, then we necessarily confuse justified criticism 
of certain phenomena that disregard our social values or deficiencies of our 
economic management with unfounded and dogmatic opposition to certain necessary, 
useful and justified social phenomena. Consequently, this concept (and the ap- 
proximations included in it) equally de-orients both scientific and political 
clearsightedness; it puts under the same heading that which must be eliminated 
at all costs because it is intolerable according to our values and that which is 
a mistake to be corrected, and finally, that which we must maintain, strengthen 
and defend. 


From the point of political action, the concept of the "second economy" is also 
misleading because it classifies as economic such phenomena which are mainly 
economic but which undoubtedly also have significant political and social con- 
notations (e.g., household plots and moonlighting and second jobs), and others 
which do have an economic origin but are mainly connected with social values and 
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morale. In the case of the former, if political action is needed at all, it must 
have an economic character; in the latter case, however, this can hardly be limited 
to economic means. The concept of the “second economy" can put political action 

on the wrong track also because the individual phenomena that it defines prescribe 
political examination and intervention as an imperative necessity (e.g., the misuse 
of socialist property and the incomes originating from this practice in our economic 
life); in the case of others (e.g., household plots), a careless and unjustified 
political intervention would cause immeasurable losses to the national economy and to 
society. 


Precisely because of this, it would be extremely dangerous for the party if it 
would select the concept of “second economy"--which is not adequately clarified 
scientifically and is burdened with ideological prejudices--as the starting point 
for its social management. This is another reason we are justified in our effort 
to separate, from the heterogeneous phenomena classified as the “second economy," 
the ones which are really important from the viewpoint of our social and economic 
progress, which should, and can, be regulated and controlled, and which are, 
according to our moral values, acceptable or at least tolerable, from those which 
find themselves beyond these limits. By their existence, these phenomena (which 
were called in the latest political resolutions as supporting or auxilliary 
economy) emphasize not isolation from, or opposition to, large-scale socialist 
industrial production but precisely dependence on large-scale socialist industrial 
production and distribution, i.e., a mutual connection of the two spheres in which 
the former has a dominating role. 


The “second economy" is a very complex generic term of basically economic but 

at the same time also social and political phenomena related to socialism's fund- 
amental principles and our basic moral values. It is not an accident that it was 
precisely the latter aspects which came to the focal point of the political attitude, 
public opinion and the scientific and quasi-scientific debates of the past 1 or 

2 years. The main motivating factor in bringing up this question was politics and 
morality, even if it came about in economic science--at least as far as the area of 
science is concerned. This is another reason why its economic analysis and answer 

is indispensable and at the same time inadequate. 


It is characteristic of the economic approach that it emphasizes the real economic 
necessity of the appearance and existence of the "second economy's" most significant 
activities (activities that "support" the national economy); it describes their 
important economic functions in better meeting demand, first of all in farming 
(where the household plots and auxiliary farms constitute about one-third of gross 
production), in the construction industry (where more than half of the residences 
are built by this sector), in foreign tourism and, to a much smaller extent, of 
course, in industrial production and in trade. Economic investigation emphasizes, 
quite rightly so, this sector's function in prodv tion and meeting of demand as 
opposed to that of distribution. The limitations of theeconomic approach become 
apparent when it makes proposals for future solutions or draws up conceptions about 
the “second economy's" future role, perspectives and development. For some of its 
proposed solutions have huge social and political price tags which also make 

their economic profitability questionable. 


Where are the problems in the economic argument? 





1. The supporting or auxiliary economy acquired its present role not only because 
atate enterprises, as a result of their size, high production technology and masse 
production, are unable to meet certain special and differentiated demands, but 
also because their inflexibility, inadequate organization, and inefficient use of 
labor and material prevent them from doing that. The “second economy" thus not 
only simply “supplements” the state sector's activity, but in certain areas it 
counterbalances the inflexibility and low efficiency of the latter. 


Thus the problems of economic and enterprise management which generally have 
played a significant role in the emergence of our economic difficulties are to a 
large extent responsible for creating the present volume of the auxiliary or 
supplementary economy. We are dealing here with problems such as deficiencies in 
the organizational system of economic and enterprise management, and inadequate 
material and non-material incentives. 


Thus if we see the "legalization" and "“institutionalization" of the auxiliary economy 
(according to the size of the state sector) as the right solution, the results 

of our action becomes highly questionable. For the debates that have taken place 

up until now undoubtedly have established that it is not only the auxiliary or 
supplemen ary economy that mst be simply adjusted to the state sector but, 
conversely, that it is beneficial to examine in the light what the obstacles or more 
efficient incentives and flexibility are at the state enterprises in light of our 
experiences gained from the “second economy." 


We clearly cannot accomplish this by mechanically applying to other areas, 

forms which have created structures and interests that have worked well in certain 
areas of the national economy and which follow special products and technologies and 
have established their own traditions. On the contrary: the only procedure open 
to us is to draw general conclusions from a systematic (or let us say, scientific) 
analysis of the well-proven organizational and interest forms, and to use these 
conclusions for a possibly better understanding, and solution to problems in other 
areas--without isolating these problems from their characteristic nature. This is 
the only way in which the experiences in household farming plots can be indirectly 
utilized in other areas such as for example, services or industry. The party's 
call for making use of these experiences is also to be understood this way. 


At the same time, it is a dangerous blind siding of the arguments to justify the 
auxiliary economy's existence if we see the results of the "second economy" as a 
kind of victory of “small production" or private property over large industrial pro- 
duction and state property. The auxiliary economy's achievements can in no way 

make the historical advantage of the latter questionable; on the other hand, they 
clearly point to the fact that we have not yet been able to make an adequate use of 
the potentials inherent in both large industry and state property. 


2. In addition to its “supplementary” role, we must also clearly see the “second 
economy's" competitive character, and its consequences. The point is not only 

that its activities “help out" the "first" economy in better serving the needs of 
the population and in improving supply and service, but also that they compete with 


it in the fight for the acquisition of resources available for the society. 


These activities are hardly able to compete with state enterprises in the areas 
of fixed assets, machine equipment and materials, because our laws, which guarantee 
the hegemony of socialist property, set up strict limitations with regard to these. 
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On the other hand, the auxiliary or supplementary economy is highly successful 

in its competition for human energy resources and labor, because it is exempt 
from central wage regulations and numerous other social controls and is thus able 
to mobilize (legal or, from case to case, illegal) incentives against which the 
state enterprises are mostly helpless. 


This is how the characteristic particular contradictory situation can emerge 
which, because of inefficient management and the ‘abor force's apathy, the 
high productivity inherent in the enterprises’ social organization and machine 
equipment frequently cannot be realized; on the other hand, the labor force in 
small production (which is often primitive and inefficient) is usually highly 
motivated. 


The improvement of the auxiliary economy's organization and operation (e.g., the 
supply of goods and materials) is a task that may improve the efficiency of our 
economy as a whole. However, the steps taken in this direction will not make 
the measures dispensable which must be taken by the entire national economy as 
a whole to improve social organization. 


At the same time, there are characteristic dangers inherent in the situation 
where the auxiliary economy in certain areas gains a monopoly over the state 
sector. This is hardly tolerable. 


3. The auxiliary economy's most striking advantage is relatively higher incentives 
and financial interests. If we succeeded anywhere in Hungary today to realize 
distribution according to performance, i.e., that it is not work which adapts to wages 
but the wages follow the work accomplished, then these areas (I am thinking here 

of household plots and private construction) are to be found precisely in the 
sphere of the “second economy". It is well known, on the other hand, that wage 
differentiation according to performance is limited in the socialist sector: 
outstanding work seldom brings a proportionately higher income. This often results 
in a lack of increase in efficiency in the output of both the individual (e.g., 

the construction worker saves his energy for the week-ends) and the enterprise 
collectives. 


In certain aspects, the secondary economy's wages and wage differences are not-- 
cannot be--free of the effects of speculation and the boom cycle; on the other hand, 
they reflect down-to-earth economic realities (e.g., the labor market's supply 

and demand, prices, living expenses etc). In the light of the level of wages 

and wage differences that can be achieved in the “second economy," the state sector's 
wages are, for several aspects, outdated. 


In evaluating the incomes in the two spheres, we face a characteristic dilemma: 
on the one hand. because of our economic difficulties and the expected changes in 
real wages, it is hardly possible to increase incomes in the state sector; on 

the other hand, again, because of our economic difficulties, we are forced more 
than ever before to make incentives in this sphere more effective. 


We can hardly give a responsible answer today as to how this problem could be 


solved. But finding a way out is an unavoidable task in which both social 
research and social management [must] play a role. 
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However, from the viewpoint of progress, the approach can hardly be considered 
constructive in which incomes in the auxiliary economy (which often are many 
times higher than those in the state sector) are viewed as "unfounded", "unjust" 
and "unfair", and in which the doubts about the justification of the proportions 
in the state sector are mostly rejected. 


One of the results of this is that we change and complicate our income regulations 

every year without achieving any significant results in the efficiency of financial 
incentives. In my opinion, it is high time to raise the basic question of how we 

could have more efficient incentives based on the present wages, wage differences, 

and other economic and social realities? 


This question has nothing to do with the direction of our socialist development; 

the answer always depends on the given econo-political conception, the practice 

of economic management, and our (presently unfavorable) economic realities. 

But an answer would be desirable for having a clear view; it is downright imperative 
to realize our present econo-political goals. 


We must recognize that the "second" economy has assimilated itself not only into our 
national economy but also into our society: there is hardly a class, stratum or 
group in our soctety which is not linked in one form or another to this economy. 
Farmers and mixed farmer-worker families have a fundamental interest in household 
plots (more than half of the small producers have their main job outside of 
agriculture); the majority of industrial and construction workers (usually the 

best qualified and most able groups) are interested in one form or another of 

moon lighting; and intellectuals (especially those who do creative work) 

participate in a wide range of “second economy" activities. 


There is nothing that shows the social significance of the auxiliary or supplementary 
economy better than the estimate that about three-fourths of all families participate 
in its activities and draw greatly varying incomes from it. 


There are, of course, groups in our society [i.e., those in executive positions, 
whose direct relationship with the auxiliary economy is very insignificant (in the 
sense that they participate in it actively for financial gain.) Indirect relation- 
ships, however, exist here, too, because this group consumes the products and uses 
the services of the auxiliary economy just like any other group. (In fact, we 
cannot ignore than this sector's excessive incomes--which are, incidentally, 
unfrequent even there--are a justification for putting the blame not only on the 
recipients but, indirectly, also on the highest-paid intellectuals and leaders-- 
whose demands can often be met precisely by the auxiliary economy. 


The direct incentive for participating in this activity is financial motivation: 

the demand for additional income emerges primarily where incomes are low (young 
people, large families) or where there are significant financial burdens (which 

is the only way their housing problem [acquiring an apartment]). It is clear, 
however, that such activities also fulfill non-financial demands: not infrequently, 
people are forced into them by enterprises which are unable to give them meaningful 
work, [or gives them work} which does not require their initiative, and which 
constricts their spirit of enterprise. (This is one reason why professionals, 

for example, especially technical professionals, do “maszekolas".) 
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The auxiliary economy generally improves the population's life style, since the goods, 
services--and often the incomes--so produced are a significant contribution to 

the financital-materital conditions of a more pleasant and more cultured way of life. 
But the price soctety met pay for these benefits is high: the auxiliary economy's 
activities require 2 to 6 extra hours a day of work from a significant part of 

the population, and this work is usually very intensive. If we add to this 
additional work the other burdens that affect a significant part of the population 
(e.g., commuting), we can hardly consider the present extent of the auxiliary 
economy as unequivocally beneficial from the long-range perspectives of the 
socialist way of life. The latter would require instead that the population be 
able to afford a more cultured life style more and more through the production of 
socialist enterprises and incomes from normal working hours. 


At the present stage of our socialist development, numerous activities of the 
auxiliary economy play a role which is not simply economic but also "auxiliary," 
which is significant from a social viewpoint as well. In numerous vital areas which 
fall within the limits of its own regulations (e.g., in those related to politically 
significant social groups and strata), social management, in matching society's 
interests, does not possess the means necessary for adequately implementing these 
interests within the state sector and regulated channels. 


This is why the situation came about (and was built in the last 15 to 20 years 

into the system of maintaining balance between the interests), namely, that the 
interests of significant and powerful social groups, not fulfilled within the state 
sector, can be compensated for through the unofficial channels of activity and 
incomes in the auxiliary economy. As a result, the auxiliary economy plays a role 
which is auxiliary not only from an economic viewpoint but also from a social and 
political one. 


But we must also see that this way of keeping the balance of interests does not 

come free: we must pay a political and social price for it. For if the strong 
interests of workers in some areas of the state sector are primarily related not to 
the collective efforts to achieve success there but to their personal activities in 
the “second economy" (i.e., “looking outside" during their work at the factory), 

then collective interest, or even a team spirit will be difficult to create in 
important areas (which clearly is not only a question of interest but which unites 
the workers). One reason why this creates problems is that the socialist enterprise 
is the primary area of the workers’ political activity and the operation of political 
and social organizations. 


Thus the examination of incomes and incentives within the socialist enterprises 

(an examination that also includes the experiences of the “second economy") is 

not simply a requirement of higher labor efficiency but it is also a vital political 
and social question. 


The relationship between activites of the auxiliary or supplementary economy 

and a concscious social influence is still rather unclear today. On the one hand, 
in one sense how social management actions (consciously or unconscicusly) 
contribute to their existence and, on the other, what means, if any, social 
management has to regulate, limit, or even eliminate the “second economy”. 





Regarding the first group of relationships, it seems to be rather clear that the 
conscious action of, or at least a lack thereof by the social management often 
plays a decisive role in the activities of the “second economy". The wide- 

spread "maszekolas" among construction workers is based on the well-known fact that 
about half of the residence had to be built from private resources in t) ‘ast 

10 years or so, and that this proportion has recently further increased 


Regarding the other group of relationships, several measures have been taken 

recently (in cartering and domestic trade) which were aimed at regulating this 

sector and at making it more efficient in meeting existing social demands. 

However, in looking at the wide range of activities which are included in the auxiliary 
economy but which are of very different character, it is very doubtful that the 

social management would be able, under its present economic (and social-political) 
conditions, to extend complete control over these activities; it can control them 

only to the extent it can control the economic (and social-political) factors 

which keep them alive. 


(In fact, the auxiliary economy's proper regulation has the danger that, as 

a result of regulation, it would not be able to carry out its present functions. 
For example, we can expect little success if we try to tie down the "second 
economy's" existing labor force to the state enterprises under the current conditions 
and interest relations and through various organizational methods. It must be 
clear: the workers save most of their energies for the auxiliary activities, not 
only because there is no opportunity to make use of them in the state sector, but 
because the former offer mich more favorable opportunities. Consequently, the 
auxiliary economy's regulation can be successful only if it also entails the 
improvement of the socialist enterprises’ internal--and first of all, motivational 
conditions). 


Finally, we must face the paradox that, although the most significant activities 
classified under the auxiliary economy are economically necessary and socially 
indispensable, some of them contradict our socialist principles and values. The 
“second economy" in political thinking and public opinion--and, we must recognize, 
also in social reality embodies smal] production, private property, social 
isolation, individualism and in some cases speculation and unjustifiably high 
incomes. This is one reason why numerous activites of the auxiliary economy are 
tolerable in our society in their semi-official or unofficial forms, (and the point 
here clearly is not the unequivocally legal household plot) but it is questionable 
whether it would be beneficial to institutionalize them. In making these decisions, 
the social and political “costs” must also be weighed alongside with the expected 
economical results. Especially because we have huge reserves among the activities 
within the area based on state ownership (incentives, improvement of organizations, 
improvement of management) which have not yet nearly been exploited. 


The scientific justification and social utility of the “second economy" is 
debatable--its political utility, on the other hand, is downright doubtful. This 
is why it is a right and justified political effort to separate these very hetero- 
geneous activities according to their social-economical meaning, political 
relationships, moral consequences, and the ability to socially regulate and control 
them, etc (an example for which is the handling of the auxiliary economy). 


I think, even social research must draw the appropriate conclusions from this 
political aspect, because it cannot be indifferent either toward the social and 
political applicability of the concepts it introduces. 














At the same time, the vague concept of the "second economy" does not make 
questionable the significance and timeliness of most social and economic problems 
that emerge under this heading. We can also for ate it this way: this concept 
encompasses perhaps the most extensive economic, social, and even political 
phenomena and processes which elicit the worry of social forces that are committed 
to our society's socialist development (albeit they approach it from various 
views and criteria). This is one of the reasons why the party is dealing 
simultaneously with these collective questions today--an unusual procedure. 
However, we must clearly see: the guarantee for further practical influence is 
precisely the separation of the parts of this heterogeneous group of phenomena, 
whereby the individual economic, social, political, and even moral characteristics 
(including their varyingly significant elements) are dealt with individually and, 
accordingly, the various methods of social action are sought. (It should deal 
separately with distribution according to performance, organization, the size 

and flexibility of organization, aptitude for leadership, initiative, teamwork, 
etc.) 


The following formulation of the Politburo's February 1980 Resolution is to be 
followed in our search for solutions: 


"Our national economy can develop, and our economic problems can be solved only 
on the basis of improving the socialist sector's work and activity. The increase 
of the socialist organizations’ efficiency has a priority over all other economic 
tasks." 
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POLAND 


PENSION LAW HELPS KEEP LAND IN PRIVATE HANDS 
Warsaw CHLOPSKA DROGA in Polish 21 Sep 80 p 2 


[PAP article: "335,000 Farmers Will Receive Pensione by the End of the Current 
Year") 


[Better Land Management. Allowances for Children Requiring Full-Time Care. ] 


{Text] Approximately 17,400 pensions and annuities were granted to farmers in Au- 
gust of this year by the regional branches of the Social Security Agency (ZUS). 
Thus, in July and August, the first 2 months of full implementation of the pension 
law, nearly 34,000 farmers received such benefits. 


ZUS Vice-President Alojzy Firganek estimates that by the end of the year approxima- 
tely 60,000 more pensions will be granted. That would mean that during the cur- 
rent year approximately 160,000 farmers will receive pensions and annuities. 

At the end of this vear, therefore, approximately 335,000 farmers, including all 
those who received pensions and annuities during the partial implementation of 

the pension law, that is, since January 1, 1978, will have received these bene- 
fits. 


The significant increase in the farms being turned over to heirs is characteris- 
tic. While up until July, 75 to 80 percent of those applying for an annuity or 
pension turned their farms over to their heirs and the remaining 20 to 25 per- 
cent turned them over to the state, after full implementation of the state law 
in July and August, only approximately 10 percent of transferred farms were taken 
over by the state. The balance went to heirs. In many provinces experiencing 
difficulties with full cultivation of the land, the increase in the number of 
farms transferred from father to son facilitates the shift of generations in ag- 
riculture and livelihood, and also significantly increases agricultural produc- 
tion. 


Up to the present, operation of the pension system has resulted in the fact that 
through the first half of the current year new landholders--heirs as well as col- 
lectives--took over more than 1.2 million hectares of land on which more inten- 
sive methods of production are being developed. 


Therefore, by combining social and production matters, the pension law has an in- 
creasing influence on economic improvement through land. Today this is one of 
the overall conditions for increasing efficiency in agriculture and for improving 
fulfillment of our country's food requirements. 








As of 1 July of the current year, cash benefits provided for in Article 23 of this 
law were implemented. As a reminder, this involves farmers who, before this law 
came into force, gave their farms at no cost to their children or grandchildren, 
or else relinquished them to the state pursuant to civil law provisions. As of 
the end of August, ZUS departments have received approximately 217,500 applica- 
tions for such cash benefits, and positive decisions have already been made in 
approximately 200,000 cases. It is estimated that some 30,000 more farmers will 
apply for these benefits. ZUS branches have also started payments for farmers' 
children who, for physical, mental or psychophysical reasons, require full-time 
care by another person. As of the end of July, close to 3,000 applications for 
such allowances were approved. It might be added that they amount to 500 zlotys 
per month for each qualified child. The number of farmers applying for these al- 
lowances appears to be lower than originally estimated. 
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ROMANIA 


NEED FOR BETTER USE OF LABOR FORCE STRESSED 
Bucharest ERA SOCIALISTA in Romanian No 24, 20 Dec 80 pp 13-16 


[Article by Dr Iosif Dumitru Bati] 


[Text] Obtaining a new quality in all social-economic life, a major demand written 
in the documents of the 12th party congress, as a main direction of action means the 
continued rise in labor productivity in all branches and areas of activity. This is 
a basic condition for increasing the national income and national wealth and for rai- 
sing the standard of living which, in the end, is a vital requirement for affirming 
the superiority of socialism. 


Throughout six five-year plans labor productivity in Romania has seen a continuous 
rise. Thus, the rise of labor productivity in industry and of the per capita nation- 
al income, which reflect as a trend the evolution of all social labor productivity, 
is seen in the following way: 


1950 1965 1980 1980/1950 Average annual 


Labor productivity calculated on (%) growth rate 1951-1980 
the basis of total production in in- 

dustry(thousands of lei per person) 30.6 105.0 293.8 9.3 times 7.7 

Per capita national income (lei) 2,145 7,673 24,353 11.3 times 8.4 


The growth in labor productivity in industry has been reflected in a considerable rel- 
ative savings of labor force. If we were to suppose that the rise in industrial pro- 
duction in the 1950-1980 period were achieved without a growth in labor productivity, 
the number of persons employed in industry would have to rise from 813,500 to more 
than 27 million, which represents more than the country's entire population. In real- 
ity, the population employed in industry in 1980 will be around 3.3 million, that is, 
2.5 million more than in 1950. 


The annual average rise also was high for social labor productivity--8.4 percent for 
the whole period--which made it possible to reduce substantially the gap separating 
Romania from the economically developed countries. Yet social labor productivity still 
is several times smaller than these countries’. That is why there still is much to 

be done to eliminate the gaps. 


According to the forecasts, a high growth rate of labor productivity is to be main- 
tained in the next five-year plan. Calculated on the basis of value of net produc- 
tion, the growth in labor productivity in industry will be 7-7.5 percent average an- 
ually, and 5.4-6.2 percent in the construction-assembly branch; per capita national 
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income will rise at an average annual rate of 5.7 -6.4 percent. It also is fore- 
cast that around 80 percent of the growth in industrial production is to be obtained 
due to the growth in labor productivity, while also around 80 percent of the rise in 
national income is to be obtained due to the rise in social labor productivity. 


Clearly, the base for the growth in labor productivity has been and continues to be 
the promotion of technical progress in all branches of material production, together 
with the better organization and leadership of production and labor. In this re- 
gard, the most efficient possible application of measures for the mechanization and 
automation of production and the modernization and extending of advanced technolo- 
gies are very current. Also very current are the extensive and, in particular, in- 
tensive use of machinery and installations; appropriate utilization of the working 
time stock of all worker personnel in the enterprises and institutes; the appropri- 
ate organization and loading of work shifts, including technical assistance on each 
shift; reduction in nonproduction personnel and their move into production; efficient 
redistribution of the available labor force (following measures of rationalization) 
among the enterprises in the same branch or among branches. 


In the first half of the current year, the indicators of utilization of basic machine 
tools for industry as a whole exceeded 85 percent, while the plan forecasts were not 
totally fulfilled. More intensive use of modern equipment with which the enterpri- 
ses have been supplied in recent five-year plans and of the technologies created or 
acquired from abroad would permit us to obtain much greater labor productivity than 
what has been achieved now. 


It is known that many machine-construction plants have been supplied with machine 
tools with numerical control, equipment which con tributes substantially, on one hand, 
to reducing auxiliary time and time for preparing the manufacture, which is reflected 
in the growth in labor productivity and, on the other, to reducing some errors in car- 
rying out the operations, which is reflected in the reduction in percentage of rejects. 
Despite this, in some enterprises the degree of utilization of the stock of maximum 
available time for these machine tools does not exceed an average of 40-60 percent. 
Among the causes we mention the lack of labor force with appropriate qualifications 

or the numerical programs, the lack of tools or spare parts and so forth. There also 
are cases where relatively simple parts which do not require such equipment, are 
processed for the machine tools with numerical control. 


Eliminating these shortcomings involves firm measures for the rational organization 
of production and labor, improvement in the technological preparation of manufacture, 
minimum loading of the machinery capacity with the manufacture of parts appropriate 
for the performance of each one, timely supply with the numerical programs, quality 
tools and spare parts as well as necessary labor force. Positive results also could 
be obtained by closer linking of the work standards and pay for the number of actual 
hours of operation for each machine at the parameters guaranteed by the suppliers. 


The level of labor productivity, in the first half of this year under the plan fore- 
casts, also has been affected by a certain reduction in the degree of utilization of 
stock of working time of the workers compared with the corresponding period last year. 
Losses in working time caused by interruptions in production, by leaves and vacations 
without pay and unmotivated absences for industry as a whole rise to tens of millions 
of man hours, which truly causes losses in production and failure to achieve the 
planned labor productivity. Also added to this is a certain tendency demonstrated 





recently of reducing the share of work done by the piece, in total time worked, as 
well as in the degree of extending work by the lump. It is stringently necessary 
to adopt e!!iclent measures in order to assure the ateady and uninterrupted roll 
of production processes, particularly through the prompt supply of the places of 
work with materiale and tools, appropriate maintenance of the stock of machinery 


and equipment, perseverent application of the principles and measures to improve 
the economiec=financial mechaniem. At the same time, the aspects connected with the 
utilisction of the stock of working time must be analyzed and followed for all cat- 


egories of working people and not just for workers, as currently is the procedure 
through the record-keeping system. What should be provided in particular is maximum 
use of the stock of working time of specialists, engineers, economists and other spe- 
clalists who work in research, design and other departments of concept in the en- 
terprises and centrals, mobilization of their creative ability for the purpose of 

the continued renovation of production, assimilation of products of a high technical 
level, with high economic efficiency and in full agreement with the requirements of 
the domestic and foreign market. Also in this area it is very useful to consistently 
use the levers offered by our economic-financial mechaniam, including the system for 
payment for work. 


in recent five-year plans persevering efforts have been made for rational use of the 
labor force, continual reduction innonproduction personneland their move into material 
production, generelly to improve the structure of worker personnel emploved in the 
economy. The situation is as seen below for the economy as a whole and for the in- 
dustry branch: 


Average Number of Worker Per onnel for the National Economy as a Whole* 


1950 1975 1979 1979/1950 (%) 
l. Total personnel: 2,123,000 4,305,300 7,183,900 338.3 
in industry 813,500 1,675,600 3,227,400 470.5 
2. Total workers: 1,222,900 3,109,900 » 753, 300 470.5 
in industry 640,900 1,441,000 2,945,400 459.8 


3. Total technical, sci- 
entific and admini- 
strative peroonnel| TESA) 900,100 1,195,400 1,429,700 158.8 
in industry 173,100 234,600 282 ,000 162.9 
4. Share of technical sci- 42.4 27.8 19.9 — 
entific ,administrative 
personnel , of which 
_ _% are in industry: 21.3 14.0 8.7 — 


* Calculated according to ‘Statisical Yearbooks of the Socialist Republic of Romania. 


From an analysis of the figures we see that in the period we are referring to, the 
total number of persons employed in the economy rose nearly 3.4 times, while the num 
ber of technical, economic personnel, other specialty personnel and administrative 
personnel obtained as the difference between the total number of worker personne] and 
number of workers, rose only about 1.6 times. As a result, the share of workers in 
total worker personnel in the economy rose from 57.6 percent in 1950 to 72.2 percent 
in 1965 and to 80.1 percent in 1979, while the share of scientific, technical and ad- 
ministrative personnel was reduced appropriately. As a result, the number of workers 
on the everage belonging to one person in the TESA category rose from 1.36 in 1950 

to 2.60 in 1965 and to 4.02 in 1979. Similar, even more emphatic trends appear in 





industry taken separately. While the share of TESA personnel in total number of 
worker personnel for the economy as a whole fell 2.1 times in the period analyzed, 
the reduction isa nearly 2.5 times in industry. 


These changes in the structure of worker personnel, which was positively felt in the 
growth in our country's social labor productivity, were produced under conditions of 
deep social-economic changes due to the industrialization process as well as impor- 
tant organizational measures adopted throughout the time, particularly during the 
last three five-year plans. In particular, it is a question of the development, 
concentration and modernization of industry, extending of the setting of TESA per- 
sonnel and application of unified structural standards in all units, establishing the 
share of TESA personnel in total number of worker personnel for each ministry and for 
the main branches of activity (industry, construction-assembly, transportation and 

so forth). 


Substantiation for the rise in labor productivity and planning for this require a 
more detailed knowledge of the structure of worker personnel, including the worker 
category. In the practice of planning and the system of current regulations we meet 
more groupings of categories of worker personnel. The following indicators are ap- 
proved through the single national plan for social-economic development: total work- 
er personnel, of which there are workers and production technical personnel (foremen). 
After subtracting these two categories of personnel, the difference compared with the 
total is the technical, economic, other specialty and administrative (TESA) personnel. 
Council of State Decree No 162/1973 established the following structure for worker 
personnel in the economic units: a) workers; ») direct leadership personnel for 
production and other specialized personnel in the production sections; c) vdersonnel 
for leadership of units as well as heads of service and heads of offices; d) per- 
sonnel for specialties, excluding the one provided in b); e) administrative person- 
nel; £) service personnel. 


A more detailed grouping than the one utilized currently in the statistical reports 
compiled periodically was used during the experimental action for improving the or- 
ganization of enterprises in each industrial branch, an action which took place this 
year and which aims at an analysis of the structure of worker personnel. For example, 
the structure of worker peroonnel obtained on this basis at the Bucharest Heavy Ma- 
chinery Enterprises is as follows: 


(in %) 


l. Total worker personnel 100 
2. Workers, of which 7% 84.6 
are: 
a) Direct production workers 62.0 
b) Indirect production  workers,of 22.6 
which __% are in: 
Maintenance and repair 9.8 
Internal transport and handling 8.2 
Technical quality control 
Checking and maintenance of 
tools, devices,controls 
General service 
3. Foremen 
4. TESA personnel: 
Technical personnel in sections,production shops 
Other personnel in sections, production shops 
Research-design personnel 
Administrative personnel (operations) 


>- * * 
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The figures show that approximately 70 percent of total worker personnel at this 
enterprise participate directly in carrying out material production, thus being 
actual production personnel, production personnel or direct production personnel, 
The number of these categories of worker personnel evolves in close correlation with 
the volume of production, generally taking into account the influences resulting 
from the rise in labor productivity in accordance with the level of technical supply, 
improvement in the organization of production and of labor, rise in qualifications 
and so forth. The difference of around 30 percent is formed of categories of per- 
sonnel who are not involved directly in production, being nonproduction, indirect 
protuction or auxiliary personnel. The number of these categories of worker personnel 
should not rise together with the rise in volume of production; on the contrary; 

it even can be reduced through applic: .on of efficient measures for mechanization, 
automation, simplification and rationalization of office activities, records and 

so forth. 


A thorough analysis of the structure of worker personnel in the context of the action 
to improve the organization of production and labor at the Bucharest Heavy Machinery 
Enterprise has permitted technically and economically substantiated measures to be 
worked out for reducing the number of personnel not directly involved in production. 
Thus, through mechanization of some heavy labor processes, particularly in the hot 
sectors, through improvement in the flow of manufacture and internal (plant) trans- 
port, improvement in the management of raw materials and secondary resources, simpli- 
fication and rationalization of the record-keeping system, particularly the one that 
is the foremens' task, and so forth, it has been possible to reduce the number of in- 
direct production workers and administrative personnel by about 30 percent, with 
them to move to worker personnel directly connected with production. The measures 
adopted are within the guideline given by Comrade Nicolae Ceausescu at the 14-15 Octo- 
ber RCP Central Committee Plenum "that we make a considerable improvement by June 
1981 in use of the labor force by moving more than 100,000 people from the nonproduc- 
tion sectors into the production sectors." Firm promotion of this guideline will con- 
tribute to eliminating the difficulties signaled in some production sectors (mining, 
iron and steel, machine construction--particularly the hot sectors—and assembly- 
construction) due to a lack in labor force. 


Recognizing the existence of and need for eliminating such difficulties, at the same 
time it is necessary to combat the tendencies by which they are formally presented. 
When the reports compiled on the degree of utilization of the maximum stock of time 
of the machine tools available are presented, for example, also presented are the 
causes which make stock of time not be used. The figures presented by the indus- 
trial units for the first half of this year show that more than half the volume of 
available time of the machine tools not utilized was due to the lack of a labor 
force, while the rest of the accidental repairs (around one-fourth)--to the lack of 
orders (around one-tenth) and so forth. Under the conditions in which the plan for 
labor productivity is being fulfilled, the explanations regarding the lack of a la- 
bor force can be taken into consideration. However, in a situation where this indi- 
cator is not being fulfilled according to plan forecasts and the stock of personnel's 
working time is not being utilized appropriately, as actually happened in the partic- 
ular period, the causes must be sought not so much in a lack of labor force but, in 
particular, in the poor organization of production and work. 


That is why Comrade Nicolae Ceausescu rightfully emphasized: "It is not the lack of 
a labor force that is being put forth today in Romania! We still have enough and the 
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problem is of providing good use of the labor force." In other words, during the 
current stage, more and more the main source of labor force is becomingutilization 

of it under the most reasonable conditions. Seeking the application of this verv 
important and current principle, it was planned at the Bucharest Heavy Machinery En- 
terprise for a portion of the personnel which had become available from auxiltary 
sectors to be requalified , moved into basic production, to be used to increase the 
degree of utilization of high-performance equipment's stock of time with which this 
enterprise is supplied. Calculations show that one hour of having this kind of com 
plex equipment standing still leads to a loss of several thousand lei of production. 
Thus, annually a production of 300 tons of performance parts at a minimum price of 
40,000 let per ton could be obtained for a boring mill or a turning and boring lathe 
for processing large parts, which means an annual production valued at 12 million lei. 
These machines generally are serviced by a highly-qualified specialist worker. Exper- 
tence shows that in a situation where this worker is aided by at least another worker 
to supervise, maintain and operate the machinery under good conditions, at least a 
lO-percent increase may be obtained in its output, which means an annual supplemen- 
tary production of around 1.2 million lei in the example given. Under these condi- 
tions, clearly, the planned redistribution of the labor force is efficient and car- 
ried out in the growth both of volume of production as well as of labor productivity. 


I think that the deepening problems connected with rational utilization of the labor 
force in the national economy and in each unit require some improvements in group- 
ing the worker personnel as well as in the terminology utilized. This necessity, on 
one hand, derives from the complex nature of our economy and, on the other, from the 
demand for guiding efforts as judiciously as possible in the direction of increasing 
labor productivity. 


As could be observed in the previous table, the worker category is divided into two 
big groups within the statistical grouping utilized to analyze the structure of work- 
er personnel: direct production workers and indirect production workers. In the 
second group are also included workers from activities of maintenance and repair, in- 
ternal transport and handling as well as fromtechnica] quality control. 


Clearly, reduction in the number of workers employed in the second group can take 
place to the extent to which the labor standards at the basis of determining this num- 
ber are not appropriate or mechanization and automation are extended for some of 
these activities. For example, the introduction of complex automation, industrial 
robots and so forth will eliminate many jobs in the future from technical quality con- 
trol and internal transport; in exchange, it will lead to an increase in number of 
jobs in maintenance and repairactivity. However, to the extent to which the problem 
is posed of reducing the share of number of workers who are indirectly in production 
and not only of their number, it is necessary to reanalyze whether all those current- 
ly grouped in these activities truly are indirectly in production. 


The continued promotion of technical progress, the current and future trends for mech- 
anization and complex automation of production processes as well as the stringent need 
for full use of the maximum available stock of time of the equipment and fixed assets 
in general raise urgently the need for appropriate organization ot maintenance and re- 
pair activity ‘n all the industrial wits. Under such conditions, the work carried 
out in this area is connected most directly with production, since it assures that the 
activity of the workers directly in production takes place to the greatest degree. An 
additional argument also is the fact that the workers in the enterprises specializing 
in maintenance and repair activities are considered as directly in production, while 
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the workers carrying out the same activity in another type of industrial enterprise 
are considered as indirectly in production (for example, maintenance and repair 
activity for computer technology). 


Similar problems also are raised in connection with workers in the technical quality 
control sector in the phases or at the end; by the content of their work, they are 
integrated organically into the process of material production, thus contributing 

to the prevention of rejects and to eliminating the possibilities of sending products 
of improper quality to domestic beneficiaries and for export and, in the end, con- 
tributing to the saving of social labor. Also in a similar situation are a portion 
of the workers working in internal transport and handling and integrated into the 
technological formations, participating in producing the products ( for example, 
crane operators integrated into the technological forging and casting formations). 
The aspects and arguments shown plead for a critical reconsideration of the area 
including the group of workers directly in production. 


Some improvements also are possible in the method of grouping TESA personnel. A 
large part of the technical personnel work directly in production, heading work for- 
mations; others provide guidance and technical assistance for the correct applica- 
tion of manufacturing techniques and for producing the products (section techniques) 
or they do jobs at fixed positions, such as assembly and regulating of highly complex 
apparatuses in the petrochemical, energy and metallurgical industry; supervision and 
regulating of production processes in the highly complex automated installations. 
Also, together with increasing the tasks to promote technical progress, improving 

the activities for technical preparation of manufacture and for programing and fol- 
lowing production and mechanical-energy jobs, considerably reducing material costs, 
raising economic efficiency in general--thus, together with all this--research and 
design plant personnel and other categories of technical, economic and other special- 
ized personnel involved in these types of activities are directly linked with car- 
rying out, coordinating and heading the production processes. What should be analyzed 
is to what extent it is possible to broaden the area including the category of "tech- 
nical personnel in production," which presently groups only foremen and this cate- 
gory of worker personnel should be separated from those in administrative activity. 

Of course, as in the case of technical personnel in production, there is an acute need 
to set the number, depending on the volume of activity, and to establish certain 
judiciously substantiated standards of work. 


A unitied concept in the complex problem of grouping worker personnel also should be 
reflected in the area of the terminology utilized. We have in mind such notions as 
production personnel and nonproduction personnel, direct and indirect production per- 
sonnel, personnel in the area of material production and in the nonproduction area, 
production work and nonproduction work and so forth. Economists and statisticians, 
sociologists and philosophers should make their contribution to clearing up these 
concepts. Of course, the consensus which would be reached at one point cannot be 
considered a final one, good forever, but, from time to time, the concepts should 

be confronted with the changes taking place in social-economic life. 


Under the conditions where,in the current stage, it is necessary to reduce the num- 
ber of personnel not directly involved in production on the basis of judiciously 
thought out measures and move them to production personnel, with positive effects on 
the growth in production and labor productivity , the main reserves for continuing 
to increase social labor efficiency can be utilized through actions to improve the 








utilization of production personnel. Measures for mechanization and automation, 

for introducing robots into the production process and for the automatic data 
processing with the aid of modern computer technology, undoubtedly will provide a 
leap for labor productivity. Logically the bigger the leap is compared with that of 
the increase in volume of production,the more changes will occur in the structure of 
worker personnel, taking into account that a portion of personnel in production and 
a portion of the ones not directly involved in production will be reduced in differ- 
ing proportions, to be redistributed to other units in the same branch or even to 
other branches of the economy . Thus, changes in both directions can be produced 

in various stages: increase or reduction in the share of production personnel in 
total worker personnel. That is why it is necessary to follow very carefully the 
trends appearing in the change of the structure of the labor force in enterprises, 
closely connected with the level and evolution of labor productivity, on this basis 
working out the strategy ‘or providing,training , redistributing and, in particular, 
rationally utilizing human potential in strict agreement with the requirements of the 
national economy and of each enterprise separately. 
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ROMANT A 


MEASURES INCREASING PRICES IN AGRICULTURAL SECTOR EXPLAINED 
Bucharest SCINTEIA in Romanian 13 Dec 80 pp 1,4 


[Article by Iosif Pop: "Strong Stimulus for Increasing Agricultural Production and 
Increasing Its Economic Effect iveness™) 


[Excerpts] The decision of the Political Executive Committee of the RCP Central 
Committee of 2 December 1980 concerning the increasing by 11.8 percent of product ion 
and contracting prices in state agricultural and cooperative units, as well as for 
individual producers, is part of the constant concern of the leadership of the 
party and our state to assure the development of this basic branch of the national 
economy at the pace required by the development of industry and especially, the 
processing branches and by the ever-increasing demands for food products on the 
part of the people. The measures concerning the increasing of contracting prices 
for agricultural products and the modification of fees for the work of the stations 
for the mechanization of agriculture and designed to considerably increase the 
material incentive of socialist agricultural units and of the peasantry for carry- 
ing on a more efficient activity, to stimulate the effort to increase agricultural 
product ion and to ensure, on this basis, the improvement of the supplying of the 
population with meat, milk, sugar, oils, vegetables, fruit, etc. 


Why is it necessary to increase the contracting and production prices for the 
principal vegetable and animal products and to modify fees for operations of the 
stations for the mechanization of agriculture? First of all, to ensure a more 
efficient operation of the stimulating levers and a better incentive for producers 
to increase agricultural production. At the present time, the contracting prices 
for agricultural products ensure the development of a profitable activity for those 
units which achieve the planned yields. In all counties, there are such units 
which obtain large revenues for the majority of products and which conclude their 
activity with considerable profits. At the same time, however, there are numerous 
units--state agricultural enterprises and agricultural cooperatives--which do not 
achieve the plan indicators, which obtain small yields per hectare or low yields 

in the livestock area, resulting in the fact that they do not achieve profits for 
the principal products and even end their activity with losses. In some cases, 
and, in particular, in regard to products in the Zootechny sector, the contract 
prices established earlier--in addition to the fact that they were calculated on the 
basis of planned yields which were much too high considering the possibilit ies-- 
no longer correspond to the changes which occurred in the production process and, 
as a result, they no longer accurately reflect the expenditures of manpower and 
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material incorporated into each product. An example of this is the low price of 
milk which does not give the producers any incentive to increase the number of 
cows and modernize the production processes, It is known that during recent years 
this sector was oriented toward intensive development which entails large outlays 
for the modernization of stables, the procuring of good quality fodder, and the 
care of the animals, All these things have resulted in an increase in production 
costs, which, in a large number of cases, exceed the level of the contracting price 
and, from a financial point of view, this activity has appeared to be unprofitable. 
This is why a price which is set on better economic bases, paid to the agricultural 
producer, is a stimulative measure, one of great significance for the support of 
this activity. 


In the second place, the updating of prices in agriculture is promoted by the need 
to untfy contracting prices for the two soctalist sectors of agriculture--the state 
and cooperative sectors. Over the course of time, different levels of prices 

had been established for many agricultural products-~-for one and the same product-- 
lower for the state agricultural enterprises and higher for the agricultural pro- 
duction cooperatives and the units belonging to the people. Of course, these dif- 
ferences reflect certain concrete conditions existing in the period in which the 
prices were set. The state agricultural enterprises had a better technical base 
and more chemical fertilizers. They utilized lower purchasing prices and had 
cadres with better training, thus, they had the conditions to incur lower produc- 
tion costs than the agricultural cooperatives. In recent years, however, the produc- 
tion conditions of the two sectors have been becoming more similar and a unifica- 
tion of supplying process has been achieved. In this situation, the differentiation 
of prices was an anachronism; with different prices being maintained for the same 
production conditions, it is normal that the efficiency would be different. For 
wheat, for example, where the difference in price was about 300 lei per ton, for 

an average yield of 4,000 kg per hectare the agricultural enterprises realized an 
income of 1,200 lei less than the agricultural cooperatives in the same zone. 


In the third place, the updating of prices in agriculture was prompted by the need 
to modify fees for the work of the stations for the mechanization of agriculture. 
These fees were established many years ago on the basis of principles which were 
correct in their time and which had the purpose of redistributing the income dif- 
ferences between units in flat and hilly areas. Large fees were set for work in 
the plains while fees for work in hilly and mountainous zones were much less. As 
a result, the stations which operated in the plains concluded their activity with 
profits while those in the hilly areas worked with losses, even if they carried on 
a better activity than the former. Moreover, for agriculture as a whole, these 
fees did not cover the actual expenses incurred by the stations and the difference 
was borne by the budget. This was a result of the increase in the prices of some 
products needed by the stations, especially, fuels and lubricants. Obviously, under 
the conditions of the application of the new economic mechanism, which presupposes 
that all units will take care of their own expenses and obtain, in addition, an 
appropriate profit, this situation could not continue. 


What implications will these changes in the production and contracting prices for 
the principal agricultural products and of fees for the stations for the mechaniza- 
tion of agriculture have for the economic activity of the agricultureal units? As 
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was stated in the communique of the session of the Political Executive Committee 
of the RCP Central Committee, the agricultural units and the individual producers 
wil. benefit from supplementary incomes of more than 5 billion lei each year. First 
of all, it should be said that these supplementary incomes must be matched by better 
and better organized work and more and better quality agricultural products. No 
matter how great the stimulative effects of the increase in prices and fees might 
be, this is not enough to achieve good results in increasing agricultural produc- 
tion and in increasing its efficiency. In addition, under conditions of improper 
activity, a high price means waste and small yields generate losses. This is why 
very high responsibility is required on the part of all agricultural workers as 
well as a firm committment to raise to a higher level all activity in this basic 
branch of the economy. It should be clear to everyone that when more products 

are produced, more efficiently, greater revenues will be obtained. In this regard, 
in the mechanization stations, measures should be taken for the improvement of the 
utilization of tractors and machine systems and the execution of agricultural work 
during the optimum time period, with high quality, so that the teams of machine 
operators will be associated to a greater extent with the activity and results of 
the units which they serve. It is believed that only by increasing the level of 
utilization of the tractors to at least 180 days a year and by eliminating waste 

in the use of fuels and lubricants can the stations for the mechanization of 
agriculture achieve supplementary savings which would eliminate the effect of the 
price increase for the principal products used by them. 


In the agricultural units, responsibility should be increased for the better use 
of the land, especially land in which large amounts of money have been invested for 
irrigation, drainage, and protection against floods. The production obtained on 
many of these areas is far from the level established by approved technical and 
economic studies. Under these conditions the effects are much more damaging since 
the minimum quantity of products which the national economy is expecting is not 
achieved and, in some cases, the producers must spend much more than the incomes 
which they obtain. Also, the specialized organs of the Ministry of Agriculture, 
together with the research institutes, will have to establish a program and intro- 
duce highly productive varieties and hybrids of plants and improve animal breeds 

in accordance with current requirements, which will be verified under the soil and 
climate conditions of our country. In zootechny, in addition to the measures for 
achieving the necessary number of animals and improving the breeds, normal conditions 
should be assured everywhere for providing fodder for the animals. 


The new measure for updating the agricultural prices does not affect in any way 
the prices of agricultural and food products which are sold to the population by 
means of the state and cooperative network. As we know, the Political Executive 
Committee of the Central Committee of the Romanian Communist Party has decided that 
for 1981 the increase in contracting and production prices will be borne by the 
state budget and the current retail selling prices for the population will be 
maintained. 


The entire activity of increasing contracting and production prices for the prin- 
cipal agricultural products and modifying fees for the work of the stations for 
the mechanization of agriculture has the goal of creating conditions so that the 
principles of the new economic-financial mechanism will be strictly applied in 
every agricultural unit and so that the responsibility of agricultural workers for 








the following will be increased; better management of the land, rational use of 
technical means, the execution of good quality work, the better care of animals, 
the reduction of production expenses and the assurance of high productivity. By 
increasing average production per hectare or per head of animal, by better manage- 
ment of material and financial assets, by reduction of production expenses, each 
agricultural unit will have the opportunity to carry out its activity effectively, 
on the basis of economic and financial self-administration and to obtain profits 
for all agricultural products and ever-increasing economic efficiency. 
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